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DEATH DUTIES OE INHBEITANCE TAXES 




lawml8G2 It becftmo progressive m 1903 In recent yeara the 
rates of almost all oountrieB have been greatly increased, ^eeially 
those on the highest incomes m Jranoe where the oorabmed 


General Phimoielbs 
I I ntroductory 

I _ 2^0 tax ptogiossiveljfreal and personalpop^on the death 
of its owner or owners,' arid ’Rlstron itsacqulsiBoiL by benefioi 
anes, exemptmg to some degree unmediato dependants and 
moreaemg the rates in collateral mhent^noes or bequests to 
j strangers, is sound in theory and m practice) It forma pa rt of 
I any well arranged scheme of pubho finance and is usually 


t a whole, and a succession duty or share tax t_ 
he separate portions gomg to the difierent benefioiaiieaj Both 
lasses of taxation have their peculiar oharaoteiistios Tfie-estat o 
duty 01 tax le a more productive and effii;ierit, arMwca of revenue 
than the mhentance tax, while the mhentanoe tax, on the othei 
hand may be said to be ths TPore equitable The estate tax la " 
eaaytoadmiiuetcr^ he amount of the tax can be readds calculated 
and It is a productive tax It la also held that evaaion m leas eaa y 
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ingher the value of the estate the higher the rate of duty leads 
'to much higher returns of duty m the upper reaches of estate 
valuations than would he possible under the inheritance ta;xes 
where the estate is broken up before reaching the beneficiary In 
tlie latter the rate of duty is fixed according to relationship and 
the amount of logacj the tax therefore dependmg on the relation 

j ance taves i t may also be argued that there is a g reater degree of 
l abatract pistiee - Tins however may be subject to question It 







lativo shares and gdt edged eecuiities respectively Both B and 
0 are better oft than A, and C than either A or B, but all pay 
the same amount of income tax m Great Biitani e xcept that A 
gets the eaTned-monmeVelief The lowoi taxation foi example, 
on the value of B s capital at death tends to adjust the mequality 
between B and C^nd indirectly between A and C Tax exempt 
aeourities or bonds, especially common m the United States 
escape taxation under moome tax, but do not do so under 
mhen&nce taxation T hus, with th i s form of tax ation equality I 
i s,6eciu :e d to a -gieater degree t han otherwise would have been 
possible The estate tax m most countries is light in the lower 








xm DEATH DUTIES OR INHERITANCE TAXES 629 


aj an estate passing to one son as does too, on estate pacing 
to a poor man and to a very rich man The rates of duty are 
sometimes held to be confiscatory except in ppecial cases of 
lauded property or of quick successions or under the Rignano 
scheme analysed below A large agricultural property is not 
likely to retain its ohatacter as a single estate for many genera 
tious, unless the successive owners have a considerable amount 
of personal property as well On the other hand m the case of ^ 
property not consistmg wholly or mamly of land it would tak^ 
many generations to “ destroy ’ a property even if, contrary 
to the usual association of age with wealth, the capital value of 







estate was free from duty for a long tenn of jears Agamst tte 
repetition of the burden withm five years or a similarly short 


period must be set the likelihood of a long or fairly long spell 
^f immunity ^eath duties are said to have a disadvantageousj 
I effect on the ^ivate busmess man especially in times of highj 
(taxation Duties are not, of course, levied on the pubbc limited 
liabihty company but only on the estate of the testator It is 
therefore the piivate firm or company financed by a single person j 
or one or two persons that is affect^ p k corteapondent of Tlie 
Times, the owner of a prn ate bmited company owned practically 
by himself and his family pointed out that hiB busmess bad 
increased year by year and there was abnost no unemployment, 
indeed the reverse “ Whereas before the Budget (of 1930-31) I 
bad to look forward to an estate duty of £196 000, under the new 
conditions on the same estate that tax will now bj £66,000 mofe 
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paitlculai regaidmg the effect of death duties on privc-i'e 
huamessea In industrial ooiiutnes however, the great concerns 
aie mainly public oompanies which are not directly affected by 
death duties, and private businesses, as mvestigation shows aio 
not much affected by such duties It woidd be difficult indeed 
to find a method of raiamg money less disturbing to induati y than 
death duties It depends to a gieat extent on the number of 
estates falling m where there are not enough free assets outside 
the business to provide for payment of death duties, and a 
statistical inqutty similar to that conducted by the Board of 
lulgud-Keyenuh-in the case of Great Britam would have to be 
undertaken* The mqniry was to ascertam the validity of aj 
criticism that death duties fall with particular seventy upon the( 
estates of those m private business, and that m large estates of 
this class the duties were paid by raising bank loans whioli 
crippled the filture development of the busmeas The Board 
made a % ety detailed aualj sis of all estates exceeding £10,000 
net capital \aluo and uiohidmg trade assets whicji came before 
it between January I and March 31 1922 The results are net 
out m 23 statistical tables which show that durmg the period 
taken 1342 estates of a value exceeding JEIO 000 came under 
notice, and in 373 cases or 27 8 per cent the estates had trade 
assets The not capital value of all estates in the sample was 
£64 millions, and that of the estates which included trade assets 
amounted to £22 milbons or 41 pei cent of She total In 308 
cases out of 373 the net trade assete were less than half the net 
estate In tho rcmaming 65 only 3 had their net no^ trade 
assets less than the duty on the whole estate or 0 8 per cent If 
all estate debts were regarded as a charge on the non trade 
assets m only 12 coses or only d 2 per cent, was the net amount 
of those assets insufficient to meet the duty on the whole estate? 
In only 24 out of tho 373 oases m the sample were the cash ai d 
liquid assets (exoludmg lealty and leasehold property) insuMoient'^ 
to meet the estate duty payable In short, m an exceedingly 
small number of cases did the estate duW. intrench upon tho 
ttade assets, and the Board concluded that*" Tho most laborious 
statistical examination of a problem of this description cannot 
pretend to gno a full piotme of the real measure of hardsh^ 








income , m fact, the In 
piaotioally deteimmed 
of evasion through dom 
of cheokmg industry « 
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fqf tlie payment of the tax now capital % e from savings oi 
from resources which would have been used foi consumption, 

1 e by the taxpayer reducuig hia consumption When estate 
duty IS paid it la often paid out of the capital of the estate by 
the trustees realismg securities or selling real pioperty The 
&tate raiely receives actual capital ^ It almost always receives 
resources obtained by the sellmg of accuritiea oi other foiin of 
property resources which but for the tax would have become 
new capita^ The purchaser or purchasers — there may be a oham 
of purchasers— of the properly sold buy with cosh obtamed from 
their savmgs or by the sale of some other spcmitiea (Jf the owner 
IS forced owing to the high mhentanoe taxation to liquidate part 
of his property the loss is an individual loss but from the social 
aspect the property is unimpaired The loss to the seller is 
balanced by the gam to the sollot who buys these aocuiitics outof 
savings from income^ In otlier words when A man dies his 
ekeoutois may have to soil secuutios to pay death duties, and 
unquestionably there is then a diminution of this paiticulai estate 
The persons buymg the estate oi the secmities may have lealiaed , 
other secmities to make the puichaao Theio will bo meiel^al 
redistiibution of capital _^Tho capital of'lhe country suftcrajiOj 
dumnutron whether the’^&tatc loses revenue oi not de^nda'ou | 
redistribution among the difteiout classes of lucomo tax^ 
and* su^ax payeis These facts are aometunes overlooked bx, 
those who aigue tfet there is evaporation of capital consequent on 
the levy of death duties *^There will be no loss of oxistmg capital, 
but^new capital may be prevented from coming into being 
Theie may be a long oi short senes of transactions but finally 
the payment of death duties will be fiom savings out of mcome 
At the tune of payment of the tax there is no doatruotion of 

^oten&l new^capital* to*^hr*f^ extent of the duty is as we 

do not destro y existing cap ital any more than does mcome tax 
and surtax, wliich m so far as the tax i3 paid out of aaviugs and 
not by leduced consumption also prevents new capital from 








duties 13 a total economic loss to the coimtiy The State m 
spending the proceeds of death duties is not wasting year hy yeai 
its capital but is merely transferring capital from one of its 
citizens to another withont in reality hecommg poorer by doing 
so Governments, it le true, spend the gieater part of their 
ta-i levenue on consumption goods, hut they nevertheless, 
especially in the present century are budding up^^^sejltal 
rapidlv^Xlieio ate such ptoduotivo works as ungation and 
radw^ which add to tho wealth of a country, as in the 
case of the large irrigation works of India and Bgypt and 
the network of ladwaya throughout India which are pro 
duotive financially to the State as well as to the*roilways thojnl 
stives Gp^nments are spending revenue in making rottfls m 
soientifiyinve^tigations, etc If the testator oi the inheritor is 
a national of say, the Umted States, and tho property is in Great 
Britain, his incomo m the United States maj pay the duty or 
share tax and it maj not be paid from the national mcome of 
/he country m which the estate is This case is exceptional 
^en death duties are teavy the paymeut of the tax m ceitaiii 
Sjuoiiiustanoes is distributed over a number of years iii neatly all 
countries— m England as many as eight— and when tho custom 
of lusuriM the payment of death duty is becoming mcicasingly 
popular , "with tho result that on the death of the insurer the camtal 
value 0^ the estate remains and hasty liqmdation is avoided tfWe 
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also bring the estate into a higliei giade of taxation ^On the 
otliei hand, if the estate holdoi dies after having paid-Only one 
promiiim or 011I5 a few prommms it is deal that the gioater part 
of the funds to meet the dutj has been met by the insuianoe 
company and not by the estate Life insmaiice is after all only 
one among many foims of savmg and as other forms of savm^ 
are taxed by death duties it could bo unfair to exempt onlys 
iiiaurauce Vheady insiiiance is adequately recognised 
privileges m regard to income tax Moieot ei, the Government, 
it has been calculated would lose beavily by such a proposal 
111 Qieat Britain it has been put at as high a figure as £20,000,000 
a year ^ On the whole it seems that msiiiance must be included 
111 the estate tor the purpose of duty, subject to certain pimlogos 
which they already enjoyed There is, we may add a tondenoy 
to separate rigidly capital from income to such a degree as to 







IV The BrjsECTS or Death DotiE? on Svvino and 
Emlepbise 

been in loceut years especially smee the Wai the subject of 
detailed investigation by official committees, non official bodies 
such as tax associations, and by writers on Piibhc Fmaiioe in 
many oomstries The lesiilts of these mqnmes show that while 
deith duties take away actual capital fiom mdividiuils, the 
expenditure by the State may add to the power of accumulation 
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estates ' and piivate husmesses (3) 4 substituted annual 
on iiioomo confined to incomes coliesponding to tlie capital on 
which estate duty is paid and bringing in a leveniie similar to 
that on inheritanoo taxation at piesent m force woidd be mole 
piGjudicial to mmng and enietpnse than tbe system of death 
duties especially m view of the high level of taxation on mcomes 
which at piesent obtams Tbe British Committee on National 
Debt and Taxation was of opuiion that ^TJnder the yeaily tux, 
tho=e who lived wliollj oi inamly on investment income might 

compelled) to effect some extia econoimes On the other hand 
the diftorentwtion against income fiom savings as compared with 
earned income would bo more obnous m a yearly tax than m a 
tax deferred tdl death It seems piobable therefore that to 
some extent it would tell against sax mg out of earned income 
111 the largei Estates the burden would be a soiioiis addition to 
the income tax and supei tar and would bo more depiessiiig 
thou tbe prospect of estate duty at the unceitam 4{ite of death ” ” 
(4) A tax on property at stated intervals m place of at death 
would have a similar effect on samngimd enterpim, m tbe long 
nm as a substituted tax on income (6) It has sometimes been 
said that especially in times of depression, there is excessive 
saving, that the virtue of one generation becomes tbe vice of 
another and that a nation s savings may bo out of all proportion 
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jsfiie IS lieavily over subscribed /The issue to be decided is m 
short that while death duties do picvent potential now capital 
fiom romiug into being, is this new capital desirable or not^ 
The answer to this question must be answeied in the oircumstancea 
of any given ytai 

Wealtli in the twentieth century is being produced at a rapid 
rate Inmienae acoumulations of lesouicesf called capital, con 
siatmg of buildings, rq^cbmer}, and other things of a material 
nature used m production are takmg place The amount ofl 
capital taken in the form of mbeiitancc taxation which might) 
otherwise go to maintain the pioducti\ity of laboui is not ml 
normal times of importance when compared with the total capital! 
in use the annual morcase of capital oi total savings The 
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within five 3 eois The principle of the time element is lecognisri, 
and it has been suggested that this should be developed by 
applying it to estate duties and succession taxes moie frequently 
than has hitherto been the piaotioe It is proposed to dlsonmiu 
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ta* might be fixed ao as to remove the mhentance m^one or 
in two stages fiom the original saver The full project of 

of the testator was thus quantitatuely divided the nation would 
not levy on the portion due to his laboiii and thrift any higher 
duties than it imposes to day On the portion which the 
deceased inherited directly from his father the nation would 
make a much heavier levy, say 60 per cent On the portion 
which came to him from hia grandfather through the medium of 
Ins fathei theie would be laid a very heavy tax, possibly 100 per 
cent ’ ^ Tlie tax might also be levied without separating the 
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Wc me not concerned heio with the Eigiiono plan ns a pioject 
winch would transfei the title of wealth to the State, although 
that was the main object which the authoi had in view In his 

judged from the point ot mow of its bung a piactical mstrument 
foi laisilig revenue and it must bo isolated fiom its soualistlo 
object and although not ilyd in fonn it will be examined as 
onimcinted in the quotation aboic In some tax systems there 

uneai nod oi iii\ estmeiit income Why , then should there not bo 
m death duties a differentiation between earned wealth (t e 
acquiiod by wort and saving) and unearned wealth (i « acquired 
by niheiitniice oi gilt) * Could not the scheme be isolated from 
its socialistic cotenng and exammed piiiely as a method of 
taxation * Could it not bo put in a form agieeable to the tax 
pajoi by a hiJlited disciimmatoiy tax, for example, by doiiblmg 
the tax on the value of that part of the testator s estate which 
he inheiited from otheis * Is this not advisable when m some 
‘countries and in the states or provinces of those countries the 
limit of existing piogressive rates has been reached 1 As m 
some cases when a succession occurs withm fivo years a deduction 
of estate duty is allowed and this witltDut much difficulty, why 
should this not be extended so that it may be possible admims 
trativdy to separate out all the pnoi wealth of the testator 1 
Where an estate duty does not exist tyould it not bo adimmstra 
tively practicable to add to the succession tax such an estate 
duty disciiminatory m regard to inherited wealth ? 

In support of the tax it is urged (1) that it would stimulate 
'^thrift and enteipnse (2) that it confoims to the canon of eqmty , 
and (3) being pioductive it w ould bo useful as a method of redeemmg 
public debt On the other hand it is said (1) that the chances 
of Cl asion are very great (2) that rt lacks the means of atjaifamg 
elianguig \ slues to the vahtes of estates inherited, (3) that it 
would take a considerable tune before it could come into opera 
tion , and (4) that the tax would be costly to coUeot In short, 
on the score of practicability it must bo held to he unworkable 
and no inheritance tax has So far embodied this pioposal It 
IS necessaiy, therefore to examme the proa and cons of Ihc 
proposal It goes without saying that the attitude of the tax 
payer varies in each country to snob taxation, and histonoal as 
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weU as psychological factors have to be oonsideied One country 
too, may have in operation a sound and noikable system of 
death duties which it would be unwllhng to scrap ol to alto to 
fit m with the Bignnno or any similai scheme The Board of 
Inland Eovenue and the Committee on National Debt and 
Taxation examined with care the Elgnano sehoine of death 

on theoretical as well ns on piacticnl giounds The Board of 
Inland Hevenue examined the proposal ns given in the quotation 
from Elgnano above and found it to be not impiactienble It 
atiessed the first thud nnd fourth objeotions to the tax ‘ Special 
provisions ”, the Board said ‘ would be required as to the dis 
closure of gifts, and drastic penalties for non disolosmo would 
have to bo unposed lavcii with such piovisions, the incentive 
to and the oppoitumties for evasion woiUd be considerable 
Joint investments and joint banltmg qcooiinta would also affoid 
means of evasion which it would probably be very difficult to 
control It would tnhc sny two generations befoio the tax 
would approximate to the standnid prevailing in the case of the 
other mam direct taxes , and nnv such scheme would neces 
Bitato the keeping of very elaborate nnd costly records ’ ' The 
chairman of the Board beld that the Rignnuo scheme must laigelv 
depend on the tax payei s attitude and that it would he easier 
to work if there were two rates only — one for wealth accumulated 
during lifetime byithe testator s own cfEoits and the other on 
property inherited or received by gift The Committee on 
National Debt and Taxation examined the project from all 
pomts of view In rognid to the effect on savings the Com 
mittee was of opinion that it must first win the approval of the 
tax payor before it could be advantageous to savings At the 
same time ^lie low rate on wealth saved would be an mcentive 
to work The owner however might squander away what he 

wise would not do and he would be much tempted to evade the 
tax by gifts tnfei mios These facts make it leas easy to generalise 
as Elgnano does on the ceitain impetus to saving which his 
scheme m his opinion is bound to give It is not beyond the 
boSnds of possibility for the testator to squander away so much 
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of hi3 propeity as not to leave even enough to pay for ^he 
Inherited portion The State under the scheme a ill proaumablv 
not enter into the history of each portion of the piopeitj If 
the inherited portion is X and it this is lost in speculation and 
should the testator before death leave the equivalent of X + Y 
the State mil measure the excess over X as the savmgs and X 
as the inherited property In regard to the pioblem of changes 
in the value of wealth Elgnailo suggested that alterations m the 
general i aliie of money may have to he provided for by an mdov 
number and to peimit of exceptions To tieat all inherited 
wealth as ‘ settled ’ so that the piincipal could not be touched 
would in the long run he mjurions It is desirable that capital be 
free to go into channels where lequired This part of the pioblem 
still requires further mvestigation in order to avoid mequalities 
to tax pa) ers The Committee came to the conclusion that after 
careful mqnny the Rignano scheme had possibihties, but these 
' had not yot been embodied in a form promismg leasonahly fart 
teeatineut to the individual tax payer, while the admmiBtnvtiVB 
/ problems are very forinidahlc and the lisle of evasion is serious 
Some of us, however, find the ptmciplo in itself attiaotivs and 
think it possible, from such consideration ns we hare been able to 
gi\ 6 to the idea that it may m ooiirao of tunc liavo useful develop 
meiits and enable some improvement to be effeoted in the existing 
death duties s)stem ’ * The Conimitteo subjected the Ri^aiio 
scheme on the whole to too severe a teat especially with regard to 
equity and evasion and also, although to a less degree, diffloultiea 
of administration from the pomt of view of Great Biitain There 
does not seem to be any msuperable objection to the levy of a 
compound form of duty, limited m its discrunmatory efieot as for 
example the duty on wealth saved being half that on property 
mheiited or gifts received durmg hietune Th^ danger of 
evasion may be avoided to some extent by wotchmg inoomq,tax 
returns which show m any year a considerable rise from pAperfcJ 
iTho plan is more suitable to an estate duty than to an mhentanoe 
'/orsharetaxbutisapphcable to both It requires above all, the 
support of the geneial body of tax payers before it can be 

A Ueveily devised variation of the Rignano plan is that 
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wjjicli levies, when tJie estate passes at death, an ordinary duty 
and in addition, a second duty In return for the second duty 
the State would pay the mheritor an annuity ternunable at death 
or after a stated number of years This additional duty is to 
be levied, not as m the Eignano plan at the second transmission, 
but at the first, and m this respect it fails somewhat to preserve 
the distmotion of Eignano between saved and mhoiited property 
The mheritors would not lose m immediate mcome, but “ They 
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YI Death Duties ob Inherit ihce Taxes in 
Federal Constitutions 

7 In lediral constitutions the imposition of death duties 
raises the question whether these taxes should be levied by the 

aovernments oi by both In bleimany South Afiies and in all 
Federal Latin lUnencan states posscssmg this form of taxation 
IMexico excepted such death duties aie Eedeial In Switzerland, 
Canada, and Mexico these aie State and not Federal, while m the 
United States and Australia there aie Fedeial and State duties 
m existence In Germany an estate duty was given up in 1922 
and succession rates which vary accoiding to relationship and 
according to the nmoimt of the estate looeivcd by the bone 
fioiary are now so small a part of the Federal revenue— less than 
1 pel cent — that they aie almost not worth the coat of collection 
In 1924 a law was passed which reserved these duties entirely for 
the use of the Fedeial Government In the Union of South 
Africa the Cape Piovmce, Natal, and the Transvaal had death 
duties of then owm, but the Umon Death Duties Act of 1922 
consolidated and unifoimed tho estate duty and suooession taxes, 
and the proceeds were assigned to the Fedeial authoiitios In 
Switzeiland the cantons levy these duties, which vary con 
siderably from canton to canton A Federal udieritanoo tax for 
the purpose of financing old age and aickne3a,msuranoe thiough 
out the Federation was proposed, and it was also proposed to 
divide the proceeds of the duties between the Federal Government 
and the cantons equally In 1921 the pioposal was shelved until at 
some future date social insurance plans should have matuied In 

all the provinces of Canada there aie succession duties, and these 

duties are relatively of greater importance to the total Piovmoial 
revenue than m any other Federal Government of tho w/jild 
Theie is no Federal estate or succession duty Until 191Sm the 
Umted States the taxation was— except durmg the early years of 
the Hepubhc (1797-1802) tho Cml War ■,1862-1870, and the 
Spanish ilmericnn War m 1898-1902— a State or commonwealth 
tax The Act of 1916 gave the Federal Government the power 

tivo difhculfcies and certain nska eBpotially on tho aoUmg of land 
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sjgstem although ougmally it was supposed to be a War tune 

01 share taxes and supplementary estate duties in Rhode Island 
(1916) Mississippi (1918) Oregon (1919) and New Aork (1926) 
The American National Tax Association it is interesting to note 
has always stioiigly favoured the use of an mlieiitance tax 
although not as a Ecdoral but as a State tax while writeis and 
thinkers on Ameiican finance have especially since 1916 favoured 
a Fedeial tax Thus Behgman in his later works ' champions a 



Federal mhentauee tax bacause the needs of the Fodeial Govern 
meat are relatively greater as compared with the states, and at 
the same time the Federal Government must not interfere with the 
souices of tax revenue belongmg to the states He adds three 
other arguments (1) that ‘ tlio Federal inheritance may be made 
to solve the problem of uniformity of taxation ” (2) that a 

Federal estate tax reaches both Federal and local tax exempt 
bpiuls^ and (3) states unbko the Federal Government, are unable 
to negotiate mth foreign governments under the constitution to 
avoid difficulties of mternational double taxation “ Wo have , 
headds, “ a defective law and a still more defective administration 
With an improved law, with the enforcement of the gift tax, with 
the rendermg impossible the evasion of the inheiitance tax through 
our absurd mcorpoiation of mdividuals, and with a propqr kmd 
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of administration wc should soon find that our levenues wouJd 
be greatly augmented even though the rates weie diminished 
With a leiLnue o£ several hundreds of millions, it would then he 
possible to hand o\ cr to the states a poitlon of the yield, whothei 
It be 25 pet cent oi 75 per cent, ivith the lesult not only that the 
Fcdeial Government would get moie than at present, but that 
the states would secure as much as they now leeeivo or could in 
the future seciiie through independent action ” 

In the foregoing table the relative importance of Fedeial and 
estate mherifance taves is shown The large percentage in the 
case of Canada is paitioulaily strikmg In non Federal oouiitues 
the peioeiitagc of death duties to total tax levomie was about 
12 per cent in Gieat Biitam (1933-34), 6 4 pei cent in Fiance 
(1926) 2 6 por cent m Japan (1933-34) and 1 per cent m Italy 
(1933-34) 

Inheiitonce'' taxes in the new Indian Constitution have been 
piovidedfoi They have not so far been levied The admimstra 
tioii of these taxes otliei than land will be vested in the Fedeial 
Goveniineiit and the pioceeds will be assigned to the provinces 
the basis of distiibiition being detcimmed by the Federal Legis 
lature w ith a right to impose and retain a suioharge on such taxes 
for Federal purposes Death or succession duties on land are a 
provincial source of revenue 

It IS difficult to lay down a definite piinoiple applicable to 
all countries of a Fedeial nature Historical consideiations and 
the needs of the Government at the centre as well as state or 
piovmoial governments have to be oonsidcied The old flootnuo 
of the division of sources— mdireot taxes being levied by the 
Federal Government and direct faxes by State Governments— is 
as dead as the dodo Federal Qoveniments have at the present 
time, and will coutmiie to have, large expenditures to meet State 
govoiiiments, too as in the United States and India have hrge 
commitments, especially in connection with education anS other 
essential national services Expenditure of the Federal Govern 
ment m the former has increased 444 per cent as compared with 
the pre War year as the table on the foUowmg page shows 

There is some justificatioif for the view that levenue la greatly 
needed by the several statea and that therefore, inhontaffioe 
taxation should be left to them On^Uie other hand, if this is 
considered fiom a wider financial point of view it will be found 



localjy Wore each province alone to levy a tax it could nob be 
done so cheaply and so eflicicntl> as the centralised tax Simi 
larly when an inheritance^tax m the form of both an estate duty 
and a succession or shore tax is uitroduced generally in Briti^ 
India Jt will be a centralised Fedeial tax apportioned to the 



tious the revenue from death duties is relatively far too low as 
compared with income tax and the national income of the coimtiy 
In the United States for example death duties (Fedeial and 
State) m 1926-26 were but 9 pei cent of the income tax (Federal 
compared with I 

that of Australia i 
111 Great Britain 
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amounted in 1927-28 to £77 millions oi about twice the auibim* 
o£ inheritance tavcs m the United States for the same peiiod 
although the population of the formei la only about one third and 
the total national income only a little inoic than one fouith of that 
111 the Umted States It should be possible tlierofoie, to raise 
considerably the propoitiou of the tax. revenue fiom inhontance 
taxation in the United States and to collect it federally as 
suggested by Seligman and otheis with great benefit to the 

Ind a succession or share tax— should be lev led wherever possible^ 

This menus Bunplicity and the avoidanoe of many pitfalls the 
result of the moie complicated system of Federal and State colloo 
tiona, and should be easy if there is admmistrative machinery (foi 
example for tlje collection of a Federallnooine tax) already in 
existence Efficient admmistration would brmg mcreased re 
turns, without even any moieaso m existing rates, oven m those 
fedeiations whoie 
maj poimit the p 
additional tax if i 
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Sir William Harcmirt, Chancellor ot the Exchequer in Lord 
Roeeborya Gotemment Harcourt belonged in the words of 
his biographer to the old tradition of statesmanship which 
regarded a rigid pnbhc economy aa the first essential of good 
goveniinent He believed that an extravagant and wasteful 
habit of expenditure corrupted the public service and had subtle 
reactions on policy especially where the demands of the war 
departments were concerned But it was not the spending of the 
national leaourees that furnished his chief mtereat in the subject 
Ho had long been conscious of the anomabes of taxation, espeoi 
ally m regard to the land A member of a landed family himself, 
he had early broken with the views of his class m regard to the 
special privileges with which a legislature, then chiefly controlled 
by the landed interest had mveeted real estate, and the pobtical 
disagreement with his brother at Nuneham had turned mainly 
upon this theirib ” ' The introduction of Harcourt s proposals 







opoiltd cnramiinicafciona pnvately -with the Opposition to see if it is 
possible consistontlj with the necessities of the public service to 

Inmioi able propeity in Great Bntam is liable to estate duty 
but iLot iniuio%nblo propertj abroad By immovable property 
IS meant lands and bouses and all interests therein including 
leasebold interests Moi able property m Great Britain is also 




jears before death Gifts not exceeding £100 tii \alue marriage 
gifts, OL gifts as part of the decedent’s noiraal expenditure are 
* excepttJ 
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Legaoj and succession duties are oomplen!)eiitory owing to 
their history The legacy duty is levied on movable pioperty 
devolving under the will or intestacy of a person domiciled in 
Great Britain The movable proiierty nhorever situate is liable 
to diit) i£ the deceased owner was domiciled in Great Britain 
If the testator or intestate was not domicded m Great Biitain the • 
property is not hablo to legacy duty AU settled movable pro 
perty w herever situated, is liable to succespipa dut j if the forum 
of administration was m Great Britain But if it was the subject 
of a non Bntish trust it is not hablo to duty Immovable 
property outside Great Britam is not hable to duty under any 
oiroiimstances The rates of legacy duty and suecession duty ate 
as follows I per cent in the case of a husband, ivife, child, or 
lineal descendant of child father or mother, or any hneal ancestor 
S per cent in the case of biother or sister, hneol desoifadant 
of brother or sister , and 10 per cent in the case of any oCiier 
person includmg anj lelatod only by natural ties The duties 
are payable when the beneficiaries become entitled to the benefit 
but 111 certam circumstances both duties may be paid by mstal 
ments, extendmg in the case of real property to a maximum 
period of 8 voars The legacy duty dates from 1780 and inCTOd 
an Act was passed in respect of the acqmsition by collaterals 
and etrangors of property through the testacy or mtestacy of its 







m Queensland there la an estate duty on t 
additional tax (giadiiated according to 
ostate) IS levied upon the boueficiarieB 



OH xxni DEATH DUTIES OE INHEBITANOE TAXlSS 6G6 
a 8i]«cessiou duty although it is determined by the value of thd 
whole estate Wliere the total value of the estate passing to wife 
or lineal issue is below £600 no duty is charged If it exceeds 
£500 but does not otceed £2600 one half of the prescribed rate is 
charged If it exceeds £2600 but does not exceed £6000 two 
thuds of the prescribed rate is charged, and where the successor 
IS not a stranger in blood but is other than the wife or husband or 
lineal issue, the duty charged is the presoiihed rate plus one half, 
but not more than 16 per cent Where the successor is a stranger 
m blood, the duty charged is doubL the prescribed rates, but does 
not exceed 20 per cent In Queensland in short there are two 
estate duties m reality, the so called succession duty being 1 per 
cent more than the probate duty or estate duty piopei In South 
Australia death duties, unhke those of other States, are in the 
form of a succession duty similar to that levied m Great Britam 
Real property in South Australia and personal property, wheiover 
situated are dutiable if the deceased person was domiciled m 
Soutli Austialia tDuty pa> able outside the State on any property 
not situated m South Austialia may be deducted trom the duty 
payable thtreon in South Austialia 

111 Queensland probate duty is charged in respect of piobato 
01 letters of administiatiou m respect of the Queonalaud estate 
of fcJiG deceaged pergon and is pa) able only on the pergonal estate 
winch comes into the hands of the executor oi administrator 
Succession duty of h special nature is also le\ led according to 
tlie aggiegate successions with rebates on the shares of closer 
lolatiouB , In Soutli Austiaba death dutj unlike that of other 
States takes the form of a true succession duty as aheady noted 
Deatli duties liave long been an important source of revenue for 
the States which adopted in this field of taxation progressive 
rates sixty years ago Victoria leading the way in 1870 

^u^Gw Zealand death duties weie fust levied in 1881 at a pro 
gieasive estate diit) fiom 2 per cent on the fixst £1000 to 10 pei 
cent on the excess ovei £60000 Four >eara later piogressioii 
became steepei Spouses however, were exempted and strangeia 
lu blood had to pav 3 pei cent m addition In 1909 estate and 
inheritance legislation was passed, the rates m both taxes bemg 
piogressive as hitheito The estate duty valued from 1 to 16 pei 
cent, and the succession tax included a discrimination according to 
consanguinit) Beath duties are now levied in accordance with 



not exceeding £1000 m value to as high as 20 per cent on estates 
of more than £.100,000 nith an additional tax of 10 pei cent on 
the excels over £100 000 The succession diit> is also payable by 
the beneficiaries according to relationship An exemption from 
dut} 18 made m favour of cliantablo tiusts and special provision 
is made both in estate duty and m succession duty for indows 
and small estates Thus if the final estate is not worth more than 
£10,000, any interest acquired by the wife up to £6000 is exempted 
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6 psr cent wheie the mcceasor la the descendant of the brother 
or sister of the predecessor, and 10 per cent where the successor 
IS otherwise related to the predecessor or is a strapger m blood or 
IS an institution Provision is made for the valuation of the 
propcrt_y u hen tlie succession consists of limited interests therein, 
and for the refund of a proportionate duty paid should the 
succession lapse and tho interest pass to another A succession 
accruing from any prcdecessoi to his surviving spouse, and any 
succession accruing to any public institution of a charitable 

to any provincial administaation or municipality or any other 
local authority aie exempt from succession duty 

0)death Ddtieb in India 

The Moghul emperors asserted their rights t« inherit the 
estates of their ofBoial nobility and sometimes of their wealthier 
merehants Bernier has preserved a letter from Aurangzeb to 
hiB father the Emperor Shahjohan a part of which reads as 
follows ‘ We have been accuatoraed, as soon as an Omrah 
(noble) or a rich merchant has ceased to breathe nay sometimes 

before the vita! spark has fled to place seals on his coftors to 

imprison and beat the sel^ant3 or officers of his household until 

they mhde a full disoloBure of the whole property, even of the moat 
mconsiderable jewel* This practice is advantageous no doubt , 
but can we deny ns mjustice and cnielty ? ” Aurangzeb, how 
ever, did not give up the practice durmg hia reign The yield ' 
from this’souroe was immense— smountmg to 19 harora (crores) 
of rupees 1 on the death of Asaf Khan m 1641 BTregard to 
officials this confiscation may be said to have been part of their 
contract of semes, and it is only fair that the State should take 
whatethey had aooumiilnted bj their rapacity la regard to 
merchants, however, this system must have handicapped trade 
and industry considerably ‘ 














scribes a maxinmm penalty o£ £600 oi unpnsomnent for three 
years (Sections 16, 47, and 48 ) Similar provisions suitable to 
India will be necessary In some cases the penalty clause may 
be double the duty Fictitious partitions ot gifts in anticipation 
of death, benami transactions (i « nommal transfers), should be 



years before the death of the transferor m order to evade payment 
of succession duty such transferred property Wy be held liable to 
duty Steps might he taken to see that partitions, gifts, etc , are 
honafide and ere acted upon (4) Tho duty should be prfigreasivo, 
inereasmg with the vsluo of the property just as the duty 
decreases with the nearness of relationship (8) As real property 
will come largely under this, the administration of the Act may be 
entrusted to the Eevenue Agency, but m order to ensure eflective 
adniimstrative control from above, and to secure uniform j?ro 
ceduro and taxation m the different provinces, the Board of 
Central Bevonne New Delhi must bo entrusted with the care 

necessary oven if the proceeds are distributed to the Units of 
the Federation 

It 13 necessary that the huiden of the tax should be fairly iistri 
buted among the various commiimtics, and this raises the difficult 
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in jiroperty, religion, or worsliip, tliougli not completely so in 
food The two schools ot Hmdn lawyers — ^the Uitaksliaca and 
the Dajabhnga — difter m regard to the question o£ partition 
According to the llitakshara school, which is in force outside 
Bengal, the sou immediately on birth becomes a oo owner or 
coparcenei if he is within three generations, excluding the 
owner or the head of the jomt family These coparceners oim 
the family property not as mdividuala but as a corporation 
No smgle member possesses any oivnership at all, except m 
self acquired property as mentioned above Under the Daya 
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duty on each occasion would be on the amounts aggregatiiig to 
one thud of its total value The duty would not be levied on 
the death of any of the children, but only when one of the three 
brothers dies If the three brothers die, and if there were five 

duty would only be levied on the death of any of the five 
children and it would bo levied on each occasion on one fifth 
of the total of the estate, and so on for each generation >■ The 
advantage of this scheme is that it leads to equality of taxation 
\ among the different commimities, Hindus, Mohammedans 
Parsees, Chrisiians, etc A possible objection is that the tax 
IS levied on a higher share than what a deceased coparcener 
would be entitled to For example, to take an extreme case 
when a Hmdu dies leavmg sons but no ascendants or collaterals, 
the whole property will be taxed and not merely the father s 
share Tlus is however, not of importanee m v^w of the fact 
that the equality of taxation among coramimitiea far outweighs 
any possible itadvautages that may result The higher share 
referred to above does not moan that Hindus are taxed on a' 
higher scale than others It only aims at placing Hmdiis on 
the same footmg as other communities 

O ther possible methods are (1) to low taxation only whe n 
the head of the f amily* dTesr pr (§jihon the siayivmg _copar 
Genera all belon g to a lower geueratiou than the _decca8ed. 
caBMcenai Tlie fl5t~or~tE5e a lteruatiyeJmShbds may be 
given eff ect to by taxi ng either the whole of the pr operty or the 
a ll are tlyit jvoiild Jiave uccrae'd~fo' the Im^ ofThe^family if 
partition had taken place umnediately liefore his deatli The 
following example may be taken Suppose A is one of three 
brothers, and if A dies the whole of the property mil bo subject 
to the tax <B then becomes the head of the family, and when 
B djJji^the whole of the property is agam taxed IVheu 0 
becomes the head of the family and dies, the whole property 
pays a tax for the third tune In England the property descends 
to the sons In India however the property by survivorship 
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goes to the eons or brothers la the latter case, therefore, this 
would tax the brother who dies not merely according to his ahnie 
of the property, but accordmg to the value of the shares of the 
remaining brothers and sons or coparceners, nhich would mean 
in ofleot a hen net burden on. the estates of Hindus than would, 
perhaps be justified If, on the other band the share of the 
deceased head of the family alone is to be taxed, a part of 
the properly would escape taxation during each generation 
For example, if C dies before A and B leaving sons, no tax will 
be levied as C is not the head of the family ^On A’s death 
one third of the property will pay the tax On B’s death 
another one thud pays the tax as he was th« head of the family 
Thus two thuds of the property only pays tllb tax in a g^bration 
and C’s one third escapes taxation 

An alternative scheiijp^ is to tax property when the oopar 
cenera all belbng to a subsequent generation then that of the 
deceased Thus A and his sons B, C, and D form a joint Hmdu 
family A dies , B, C and D pay duty on A’s shar* Subsequently 
B dies but no duty will be paid as C andD belong to hia generation 
C s son E dies durmg C’s lifetime No duty is payable The 
drau back to tins method is that Hmdus will bo taxed less than 
otlier Indians because the tax is to be levied only when all the 
coparceners belong to a subsequent generation It is suggested 
that to compensate for the fewer occasiona on which ths duty 
Will bo leviable a higher rate may bo levied In such cases This 
presupposes that it will be possible to arrive at the numbei 
of occasions on -which the duty is not levied on the pmdu as 
compaied with other communities In the absence of this the 
fixmg of a higher rate of duty will be somewhat arbitrary AH 
thmgs considered, therefore the first proposal seems to bo smtable 
for adoption 

Another proposal is to le-vy m the fiist instaiioo a sii ccfasi on 
duty on ncqiusition by legacy and by siiccession, but not by 
survivorship It may also be feasible to extend the oases m 
v-luch probate and letters of adimnistiation should be taken out 
IV hen a complete statement of accounts of the deceased’s property 
will he requited In legard to the former this is only a half 
measure and the second -will not be an estate duty prop* as 
levied m other coimtries 

Next with reference to the levying of aa estate duty on pro 



exceed'! £10po and does not oxoee 
a dd tio nal percentage of one fifth 
paTToi £1000 in excess of the sur 
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cojintiies If a beneficiary dies within five yeais a ta'i paid to tfae 
Eedeial Government on Buoh piopeity is credited against his estate 
aftei hi3 death Estates exceeding $100 000 alone come under 
the Eederal estate tax, and this appears to be a very high exemp 
tion In addition to the fact that m all cases the state mheritauee 
taxes apply to the net (and not to gross) estates of lesident dece 
dents, there are the following goneial characteristics Most states 
include all classes of property, as foi example whcio joint estates 
exist the transfer of a decedent’s interest is taxed The Federal 
Government and a few states tax a surviving husband oi a wife 
on one half of the property Gifts are taxed m all states except 
four All states except two allow personal exemptions to the 
mdnidual bonefioiones or to the state as a whole, the exemptions 
being graduated according to the relationship of the beneficiary 
with the decedent Exemptions are given to widows to a greater 
degree than to other bcnefioinrics Exemptions t(fc), are allowed 
as a rule to non resident decedents The usual method of inherit 
auce fax law m ^he states is the taxation of inhoritances the rate 
foi collateral heirs being higher than fox diieot hens In recent 




tioii of life of liio beueficiary or life tenant , and (4) administration 
provision was made to pi event fraud and evasion At the present 
time the tax on succession is composed of (1) tlio estate duty, wlnoli 
vanes from 1 J to 46 8 pel cent on the total net estate if it is not 
shared byat least two children (2) the tiansfer taxosor succession 
duties collected agam on the share of each lieu- The two taxes 
taken together may not absorb a total of moio than 10 per cent 
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ceiJt in the case of collaterala The reasons for the imimpoitance 
of inheritance taxes m Italy may be due to the view of the Fascist 
government m regard to the taxation of the family viz it should 
be very low or given up entirely because the family must be pre 
served at all costs as it m the foundation of national unity An 
other reason is sometimes said to be that Italian taxation already 
falls unequally m some parts of the country especially in Noifchem 
Italy, but this might be eqiiallj well said ot the Ifew England 
States of the American Umon 

In Switzerland as, for example in the cantons of Berne and 
Zurich, where there aie succession duties the rates \ary according 
to the property received by inheritance oi gift from residents of 
the canton concerned In the tormor the rate vanes from 1 to 
30 per cent accoidmg to kinship, while m the lattci parents, 










4d The clergy and the turmarned were also assessed “ Com 
niiasionoia, appointed to assess and collect the tai in the various 
counties and "towns were sworn to faithful performance of their 
duty , but BO difficult did the ooUtotion prove to be, that it was 
necessary to get in the arrears by farming the tav The farmers 
acted with rapacity and insolence Endless disputes occurred 
legarding the hmit of age ” i The Wat Tyler rebelhon it is 
said, arose from this impost on account of a dispute over the age 
of a girl whose exemption was claimed as being under fifteen 
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poitioii of tie tax collected from areas outside tie ]uusdiotlon of 
these Counoils oi Boards togetlin with 20 per cent of tic gonetal 
to\, la paid into- a special account called the Native Development 
Account The proceeds arc used for education and otliei i eltaic 

than natives aio taxed tluougli a combined poll and mcorac tax 
a modified foim of poll oi capitation ta' In the iiansvaal all 
baclielotB, otliei than natives uiidci 26 yeais of age and not pa) 
mg Union nicomo tax, aic taxed at a latc of £1 10s annually 
Mamed persons are chaigcd at the same late but in addition they 
have to pay 16 per cent of the income tax paid to the Union 
Govonimeiit in the piecednig year in icspcot of income dciivtd 
fioni aoinces iiithm the Tiausvaal Unmamod persons of inoie 
than 25 yenis aie oharged at U times this rate Tlie lovonne 
from this source until recent j enis was the laigest of Tiansvaal 
levomies The tax js levied on similar hues but at diftorent lotos 
in Natal and the Oiauge Fioe State There is no such tax m the 
Cape Provmoe 


IVomen who do not pay Umoii income tax, and students 
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Direct CoNbmiPiiov Taxes 


Direct consumption taxes aic Btnkmgl) insigmftcant 



been in (jitat Butaiii anil I lantc nuuauallv iiioductiv e Iiidiiect 
consumption tixcs lia\c taken the place of these diiect taxes In 


tlicHL fla-ys of industiial piogicss it is foi cxamiilo, moie easy, and 
ecitaiiily mon piodmtnc to collect io\cmie fiom tuxes imposed 

of consuiuf is jMoico\ci duect coiusumption taxes ait usually on 
luxuries oi non necesaaues Taxes then on these aic mclastio 
uul uiij)iodiitti\e especially Mhon compaiod uith excise duties 
In Gieat Butam tJic direct consumption taxes arc licences ^ on 
carnages and motor cars armorial bearmgs, male servants 
together ui^h tlxe game, gun and dog licences Tlie inJiabited 
liousc dut> abolished from 1924-26 was found to bo a con 

houaes The Louse rent paid is usually a good cnteiioii of one s 
inconie and agcordmgl) of one s taxable capacity Probably on 
account of tJie difhcult) of obtaining actual rents recourse was 
had to tlio taxing of licarths and wmdows The fonnei tax y as 
abolished after tlie Rtxolntion on account of its inquisitorial 
nature and a tax of two shillmgs on every inhabited hotise ^ylth 
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tJio n<?se‘j4cd ta\e^ Hair po^^do^ and armorial boaiings ^ere 
sub'iefjuently added Tliose on horses and han pow der have been 
lemittcd V Hog and sporting licences although not assessed 
ta^es propel are analogous The tax on motor vehicles is 
no\\ a \oi> pioduotue tax The yield m 1931 was nearly £30 
millions The prLsent system of motoi taxation uns recom 
monclcd b\ a iejnesentati\o Dopaitmental Committee as being 
the fan est and best There ha\ o been feu complaints other than 
those laisocl against an> foini of taxation Special latcs aic fixecl 
for taxis tractois, and lor cars used solely foi the con^ eyance of 
goods in the comse of trade Fire engines and ambulances or 
road lollers kept by a local authority aie exempted from taxation 
Othei motor r chicles not exceeding 6 h p or olcctiioally propelled 
pay £I lOs , and exceeding C h p foi each unit oi part of a unit 
of h p ID shillings 

Althougn the Flench tax on dootois and uuudows u as annulled 
for State purposes b} the lau of 3l8t Jul) 1917, when the sohe 
dulod income taxes took its place, theic arc still lucct consumption 
ta'ces such ns the tax on furnished houses on horses, wagons 
donkeys mules gamckeopeis, appioutices dogs bioyclos, and 
automobiles lu some cases the proceeds go to the State as in 
the case of the taxes on gamekcepeis those on appientices and 


the dog tax others such as those on horses donkeys, and auto 
mobiles are shaied The tax on automobucs, which is graduated 
accoiding to weight and smface area is shaied with the depart 






cent DivHlpiid*i on corporations in this \\a> aio exempted fiom 
taxation und« i the peisonnl income tax It is nssuinod that the 
iVmerican income tax is i graduated tax on pcisonal mooines 
llin \s{ altli) classes of the community thcrcfoie, ^\*ho own stocks 
01 shares aio piobnbly less hcaMl\ taxed than they otherwise 
would liavc been They would lm\e had to pay a much higher 
pciccntngc than 15 Swing to tlic size of tlioir incomes Ability 
thoitfoio m this respect is neglected In the view of many it is 
jncforablg to mal o the coiporation merely a conduit pipe through 
wliicli personal income passes and not to tax it as a coi potation 
except in legard to unclistiibutcd piofits But countries have 
nlicady obtained much revenue fiom coipoiations so that it is 
unlil cly that fiuch a prolific souite ot ic\ enuo w ould o\ or bo given 
up m spite of the fact that a Committee of the National Tax 
Association m the United States have pointed out that the coi 
poratiou income tax is an outstanding example ot the thiowaig 
aside of the theory of abilit) Apait fiom the taxation of profits 
a tax on capital stock is levied b’i the Federal Government imdoi 


1 Ct Cl 24 of tho Draft Bill of tlio inejmo Tax Cochficatioii Comnufcleo 
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National Itidustiial Recovery Act at the late of one dollar 
1 thousand dollais of adjusted capital stock It is for 
ilego of doing business It dates lean’s fiom the Re\ emie j 
91b It IS imiJoscd on torpoiations but not on individuals c 
buuislups and is accordmglj disciiimnatoiy Tlie as8PSi>ra( 


:s tangible proj 
iid stock IS com 
an impossible tj 


ut> and good will The 
nved b> some writcis on 
sk and to be justified only 


the rate of 12 pei cent on thou not profits with a special late for 
piofits not oxeoediug 10 000 frs In Germany there is the tax 
on coipointion iiicomo {Ko}perschaft), the lato of tax being 20 per 
cent Certain companies with a capital not oxceodmg 60 000 
reichsmarks pn> on a basis of a giaduatcd scale fiom 10 poi cent 
to 30 per cent but in no case docs the tax exceed 20 poi cent of 
the taxable receipts of compnnips 

as taxation of business, but it is preferable to regard it as a tax 
on corporation surplus Many of these corporations, especially 
those of a monopolistic nature show profits greater than are 
required to attract capital and to maintam production Govern 
raents confer certain Bpetml piixilegea or a franchise on a 
corporation and by this the corporation possesses certain 
adMuitages or i)n\ilcgP8* When as a leaiilt the earnings of 
the corporation are m excess of a reasonable return on the 
amount uivested in the real estate machinery, or other 
property, and when this excess is not attributable to any 
other cause except its corporate charter it is only just that 
corpoiations should be taxed for the additional privileges they 
enjoi o\er indniduals All things considered, it has been 
considered adx isable to classify the taxation of corporations under 
the taxation of surplus, although much may be said against 
this procedure It is one largely of convenience Henry C 
Adams belle^e8 “ the corporation tax and the monopoly problem 
are closely allied, and no satisfactory adjustment of corporate 
taxation can be expected evcept it be made imder the mfluence 




OTHBE DIRECT TAXES 


ofi some general theory respecting the solution of the monopoly 
problem ^ These corporations possess certaui rights, such as 
the right to be a corporation, and thorebj to use the corporation 
name to sue and be sued as a corporation and also the right 
to do or to act Limited liability and juristic personality are 
some of the privileges which corpoiations enjo> There is a thml 
group of special privileges, which includes good will and the right 
to use public streets for transit by tramway and other companies 
etc The tax may be levied on the net receipts which conatitiito 
the best index of tax paying abihty In America railways and 
other transportation companies are taxed by a special board If 
the railways spread through as they do, several states, relative 
mileage la usually taken as the basis of apportionment of the 




wlioii the Finance Act of that year charged (1) all British com 
pniiies tain iiig on any trade or bnBinei.s and (2) foreign companies 
carii mg on any trade or biiemcaa m the United Kingdom so far 
as tlioao prohts aiose in the United Kingdom The ta\ ivas 
5 per cent of the profits Limited habihty companies alone ivere 
liable to this tax but many pubho utility compames and build 
mg bouoticb were exempted Public utihty compames, like gas, 
ivater, eleotncitj tramuay hydraiibc power, dock, canal, or i ail 
wa) undertakings, whose prices for services rendered oi dividends 
distiibiited ardlmiited bj an Act of Parliament, were excluded 
from the scope of the Act The chargeable profits moludod 
income from immovable property and investments, but excluded 
interest on loans and roj alties paid to persons other than those 
havmg a controllmg mtcrest m the company Interest on 
certain Government securities, profits of industrial and provident 
societies arismg from trade with their own members, and societies 
tor house purchase for members were excluded from habihtj to 


allow cd for wlule compntmg the profits of companies half or 
more of w hose gross mcome was derived horn rents or profits of 
lands and tenements m the United Kmgdoin The fitst £600 
of the profits of compames was free from tax Excess Profits 
Dutj was deducted while computmg profits tor purposes of the 
Corporation Profits Duty The net receipts amounted m the first 
voar (1920-21) to £660 000, and £23,451.273 in 1923-24 The 
corporation profits tax has boon abolished smeo 1st July 1921 m 
order to further the development of trade Assessments, how 
ever continue to be made in respect of profits arising piior to 
30th lune 1924 The corporation profits tax should not bo con 
fused with the corporation duty imposed by the Customs and 
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Tli« normal standard was based on the average profits of the 
business in two out of the last three pro War years IThoro there 
had been only tv o j oais of pro War trading, the standard was the 
arenige puihts of those two years Wheie there had been onlj 
one year of pie War tiiding the standard was of that jeai If 
tliGic weio no pie War years a statutory pereentage upon the 
capital omplovcd was taken Assets were valued at cost after 

deducted as liabilities from the assets After the 31st December 
1919 £500 was added to the percentage standard for each pio 

for coinpaniM and other corporate bodies were G up to the 31st 
December 1910 and alter that date m the case of business having 
one or more pro War years, 0 per cent In the case of a business 
having loss than one pre W'ar year or a business oonAnenced since 
the War, 9 per cent increased by 2 per cent for accounting periods 
after 31st March 1,919 was hved In the case of pm ate companies 
these were 7, 8 and 1 1 per cent, m the last case increased by 2 per 
cent for accoimtmg periods after Blst Decombci 1919 Special 
percentage rates were granted, not to individuals but to trades as 
a whole by a Boaid of Refoices specially appointed by the 
Treasury The diftorentiation between pmate firms and cor 1 
porato bodies was made in order to equalise the moidoiioo of the 
duty Remuiieratioil paid to the directors and raaiiagera of 
corporations was deducted from profits, but no deduction on I 
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w;*li a highei mcomL tax and a new special War tax on\ 
over a fixed amount, was adopted m 1917 The Wal 
Profits Tax of Australia came into force on 22nd Septembei 
and ceased to exLst on Ist July 1919 The standard for cat 
mg the excess profits v. as taken to be either the average pro! 
two of the thieo years befoie 4tli August 1917 or 10 per cent of the 
capital employed in a business The year of assessment ^\as the 
War time financial year 1st July to 30th Juno Eor 1916-16 
the rate of tax was 60 per cent, and for subsequent jeora 76 per 
cent Legislation based on similar principles Avas enacted in the 
other Dominions but wm temporary only 

III India under the Act of 1919 income from agriculture 
offices, or "employments and professions mainly dependent on 
poiBonal qualifications were exempt from liability to excess 
profits duty, as also any business paying similar duty in tlie 
United Kingdom or of which the profits did not -exceed thirty 
thousand rupees The dutv leviable w ns 60 per cent of the auioimt 
by which the profits m the accountmg period exceeded the standard 
profits which were ordinarily calculated at the rate of 10 per cent 
of the capital of the business The nssessce, howeier could 
exercise the option of calculating the standard profits according 
to certain prescribed methods The collector was entrusted w ith 
tliL pow er of making allowances foi special circumstances caused 
by a change m the constitution of the partnership postponement 
of renewals, and repairs owing to the War exceptional deprecia | 
tiou etc The amount charged as excess profits duty ivasj 
deducted, from profits bpfo re assessmg income tax^ as ui Greatj 
Britain Excess profits duty was not levied if super tax waa 
charged The higher of the two taxes alone waa chargeable 
In tJie United States the exce&s profits tax was confined at 
first to profite duectly traceable to war but it was later on 
extended to all concerns ^ The tax as has been noted was 
levied on profits m excess of 8 per cent of the actual capital, wuth 
an exemption of SOOOO for indiMduals and ]>artiierships and 
S3000 foi corporations Profits below 20 per cent but above this 
mmimum of the invested capital, were taxed at 20 per cent and 
those in excess of 20 per cent at 10 per cent The tax extended 




6fl iHE SCIENCE OF PUBLIC FINANCE an m 
to all tiadca and busmeases, meludmg professions and occirpa 
tioiis but begmnmg mtb 1918 the tax was only confined to 
corporations excluding personal service corporations (to tboae 
nhose mcomo is to be ascribed primarily to the activities of tlie 
personal oniicrs oi stock holders who are themselves regularly 
engaged m the active conduct of the aftaira of the corporation, 
and m which capital whether mxcBted or borrowed, is not a 
material income producing factor), which were taxed substantially 
as partnerships The object of this was that as the American 
mcomo tax falls more lightly on corporations than upon othei 
tnxporcrs the tax aliould fall equally Under the income tax 
the entire income or profit of an mdividual is subject to normal 
tax and surtaxes -nhich extend to as high as 00 per cent whether 
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wa» not foi some yeals later to collect tho tax m auoli a way as to 
avoid evasion These payments taxes on retail sales wore super 
seded m Germany in 1918 and in Eranco in 1930 by sales or 

on retail sales It has been found in iranco that tho system of 
adixing stamps to books and receipts was costly merchants had 
to pay the money to tho Tronsury before it was roallv due, and 
there was iisk of loss tlirongh negligence on the part of employees 
111 the handlmg of the stamps Far more important was the 
or asion that was possible and therefore the oolleotion by stamps 
wluch took place under the payments taxes gave place to tho 
returns furnished periodically In the turnover tax as collected 
111 France, the tax collector w ablo to make a systematio and 
thorough inquiry of the special logister of sales or transactioua 
subject to tho tax ledgers records in regard to customers accounts 
and to make copies of those, and also to inspect where necessary 
bunk records for tho purpose of checking doubtfid points This 
new form of taxution has spread rapidly throughout the w orld 
until at the present timo apart from tho states of the American 
Union there are some thirty nations which have enacted such 

inooine taxation in sevoral countries as will be scon from the 
following table 
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Rome by kiigustiis and latoi emperors It was earned to Spam 
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and Fianco and siuvivcd for a long ponod aftot Homan rule bad 
disappuaied Una form of taxation was in existence among local 

introduced os a national tax in Spam in 1342 and was not abolished 
until 1816 It was called the Aloavala and was criticised by the 
aiithoi of X/ie Wtttllh of Nalions for its costliness of collection and 
for the iiicoilvenioncc which it gave to tho taxpayer Adam 
Smith had ho been with us to day would have referred to the 
high rate of tax at tho time when he wrote as compaied with the 
rates ot the recently redlscoxored sales and turnover taxes In 
Franco sales taxes were known siioli ns that on tho sales of pro 
TOions unposed m 131 1 Diiimg tho fifteenth oontuiy and subso 
quently sales taxes were collected m tho lungdom of Naples 
During the iiiiioteentli century a few states ot the Amenonn 
Union ndo]ited sales taxation, but it was not until aftoi the War 
that this form of taxation has become entrenched in the tax 
stmotiiro of main countries JIuoh revenue has flowed into 
national exchequers in small payments mthoijt much effort or 
complaint and this popular torm of taxation is already to be 
found in mnny important coiuitiies as will bo seen from tho 






trausactions may be excluded as in Belgium It may be, as is 
common m the states of the Amenoan Uiuon confined to retail 
transactious It maybe imposed, as in Canada and Austialia as 
a producers or manufacturers’ tax, and it may be on classified 
industries or trades only It may bo levied on nearly all goods 
and services as m Qeimany It may exempt certain sales, as in 
France \shcre the sales of faimois are exempted unless they are 
carrying on manufacture as well as agiioulture Articles such as 
flour sugar tea coffee fertilisers the alaughtcimg of cattle, sheep, 
pigs and hoises, and coal under the Fionch legislation are ex 
empted fiom the domestic tmnover tax but are subject to replace 
ineut taxes levied upon these articles at one of the early stages 
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from foieigii competition Under the Canachan law, mipoits by 
consunier>i oi retailers aic tn\ed at a higher rate than if the goods 
had been produced in the country Importation manufaotuiei-s 
01 yholesalors aro taxed at a lower rate than importations by 

tion « ith certain excoiitions In legard to the taxation of services 
Geimany makes no exceptions except in regard to medical sei 
vices paid fionl trade union or pnbho funds In PieiiGC doctors 

11 ho do not but and sell are exempted They must, howovei take 
caio not to do commercial aots If a doctor wore to run a Sana 
tornim and to ranko a considerable amount from the board and 
'"lodguig of hia patients ho would be liable for the tax Those 
classes were omitted from the trunovei tax chiefly because of the 
fact that 11 hen the legislation came into force the income tax 
administration was haying ooiiBiderablo tiouble m regard to the 
estimation of income of those classes and it was considered mad 
visablo to raise difficulties by including such receipts iiithiii the 
tiirnoior tax In theory too it was behoxed that the tax nas 
always shifted to tho coiiBumor and tlioioforo it was impolitic to 
tax professional men with busmoss men 
,/The tax is not so difficult to collect or to ovade as is sometimes j 
imagined oumg to tho keeping of books oven by small tradeis 
and where books are not kept an estimated tax may be ns mj 
Franco, qmte workable National sales taxes are oollooted usually 
through tho ordinary administrative machinerji The ooUeotion 
of the tax docs not mvolvo the aamo intncaores of aooouptmg as m i 
the case oi the income tax and the tax brings m mote revomio per | 
head of expenditure on tax admuustiation than does tho inoome J 
tax The sales taxes are usually 1 or 2 pot cent and vary from a ' 
fraction of 1 per cent to 6 per cent or higher The rates may vary 
with tho volume of sales or with tho classos of taxpayers or with 
commodities and seivioes Luxury sales taxes are oollooted at 
higher rates than ordmary sales taxes, tho customary returns 
bomg from 5 to 15 per cent The examination monthly of sales 
registers ledgers and other eouroeo of information tends to curtail V 
very considerably evasion In France there le the annual /or/art 
or estimated tax basis by nhioh a large number of taxpayois on 
application and when petimasion is granted need not keep any 
record of sales but pay the turnover tax on an estuaatod basis 
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Avliwli tho tax collector fixes after cUeoking the a\ailable external 
mclicGs of taxable capanty m this connexion A manufacturer s 

less evasion is thei efoie likely especially if these manufacturers aie 
licensed as m Belgium The mere fact that the tax is levied on a 

facturing is extensive 

Tlie greatest indictment brought against the sales tax is its 

changing methods of huainess *^It is argued that tho smglc pio 
ceas raanufactmer is at a disadvantage with tho largoi manu 
faotiircr of finished goods, who combines \uth the manufactiirers 
of seini finished goods and tho pioducors of raw inateiiols and thus 
pays less sales taxation In the marketing theicfore of his goods 
he has an advantage over tho small single piocess competitor 
Similarl) a business which develops its own selling organisation 
has an advantage^over tliat which must deal with the wholesaler 

would tend to be olipiupted This argument that a sales tax 
tends to rodit e o m?^|iation oi vortical combination m industry 
has been used by opponents of sales taxes m various countries 
The small hcale mnrmfacturor maj bo exempted m certain cases ^ 

imposed in its place * Those who pay the turno\ or tax woidd be 
exempted fiom this hccnoe tax Germany and Belgium try to 
jirotoct tlyj middleman by pro\ iding that when a sale forms one 
of a sciica and tho seller ne\er has the goods m his iimnediato 
possession the transfer is not taxable Tho argument that a sales 
tax tends to reduce integration m industry was an assumption of 
the legislatioDi in Germany Belgium, and some other countries 
It has not been pro^ ed however although integrating eftcots have 
been noted in one or tu o instances With a \ cry small difference 
in costs of, 8a> 1 pel cent or 2 per cent it is unlikely that tho 
sales tax could have the oftect which thi opponents have alleged 
Smgle sales taxus on producers or on lotailers avoid the stimulation 
to integration National pioducers faxes however, are admims 
tratively to bo preferred to retailers* taxes They are easy to 
administer and do not have an mtcgiating influence 

A thud criticism against the tax is that it may discriminate 
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to tliG ilwaJ\antage of thfc pool because it is shifted and booolnes 
a tax on Lxpcndituics It is m othoi ivoids very legiessivo 
The poorei classes ib a community spend pioportionately a laigei 
pait of their incomes on ai tides of necessity and save leas than 


sales tax la heavier on the pooroi classes and unsatistactory m its 
1 distribution of tho tax burden In shorl, it takes no account of 
Vthe fact of the soiiice of income and the way in which the moomo 
^ spent the number ot dependants, or savmgs from mcome 

trsm^Trasi^ometimea a33nmed~' 'i'be tav'may tie sepaiately 
paid as in Belgium by thouse ^f8f5mps,oi it may be added to the 
invoice Prices, it is said, iiae by the amount of the tax, which is 
not ahv ays tho case MTien prices are falhng it has been found 
from experience that the assumption that prices rise by the 



with firms m other types of industry as has already been noted 
Limiry taxes aro only tiupplomeutary to sales taxes and are 
therefore not sufficiently heavy to countorbalanoe the efiect of 
sales taxes on the poorer classes In many oases too, the iiohei 
classes ha\ 6 the advantage that aervices suppUed by house servants 





tax and also the requirement by the tax authorities that the 
tnxpaioi should notify hie liabihty Caiefu^ lecords of daily 

oseential 4. tax book showing the details of goods sold, the 
prices at which they wcie sold end the date of sale and a stock 
book are keyit I qiiaiteil) letiu n is made and an advance pay 
meiit made on these (|iinitorlj sales Adjustments aio made at the 




Ill tlieu eaily stages the collection of the tax was not so diHioult 
as at the begmmng largely on account of tho fact that undoi tho 
Code Napoldon oveiyono engaged m commeico and industry lias 
to keep accounts of his tiansaotions day by day and his assets 
as well as liabibties A record must be kept ot all transactious 
subject to the tax m aispecial rcgistoi and when required they 
not only have to show the sales book but also larger accounts 




the case of direct sales by the manufactiireia to lotailers and con 
sumers This dilferential letuin is of mteiost as it tends to make 
the tsi bear equally on all persons in tho same class A mami 
faoturer selling directly to the consumer and dispensmg witli tho 
wholesaler would thus pay double tho ordinaiy tax which ho 
would hare paid if ho had sold to the wholesaler who m turn 
would have paid at the next transfoi The additional tax levied 
on imported articles has aheady boon roferrred to The maximum 
rate of tax is now 6 per oent on tho sale of goods liable to tux 
Certam goods are totally exempt while others aio subject only to 
60 per cent of tho ordinary tax The tax, which is paid by nota 
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on feather In the Magna Charta these were called “the 
ancient and equitable duties ” as compared ivith those on wine 
known as ‘ the new customs ’ Tunnage and poundage were 
levied first m tlie time of Edward I (1302), and were fixed 
at 3d on every pound of merchandise and 2‘» on every tun of 
wine imported, also at vanous rates on exports Customs sub 
sidles were granted for short periods m addition to the hereditary 
duties and the hfo grant of tonnage and poundage ' We shall 
see below how these duties were levied to piomote, especially 
m the eighteenth century, home manufactures 

'Export duties were levied os it was frequently thought that 
the foieigner would pay the tax They were sometimes imposed 
m order to prevent exports * Export duties were first imposed by 
statute m England m 1276 and applied to wool and hides From 
the thiitoenth to the middle of the seventeenth centuries they 
lapidlv moroased m Europe both as a souico of revenue and as a 
means of pieservmg the supply of food grams and raw materials 
for mteinal consumption Their popularity may bo illustrated 
fiom the fact that by 16G0 there were m England 212 articles 
subject to export duties Owing to the toachmg of the meroan 
tilists in the s©\ enteenth and eighteenth ceutiinea export duties 




Bjmthetic produot and b} product mtiogea greatly mtorforod with 
Chile a mouopoly The etport duty on Braahan ooflce and the 
export duty on nibber in Biitish Malaya m 1928 showed tho oftict 
ol competition from outside sources to such duties CEvon whore 
a country enjoj s a partial monopoly high oxiiort duties cannot bo 
shifted to foreign consumers ivithout competition fiom outside 
liom the product itself or from a substitute oi on assuming that 
the demand for the article is so melastio that theio is no hkohliood 




large revenue from cnatoros duties and at the same time to have 
protection , An impoit duty, if it is to be leally protective caimot 
produce revenue Similarly, taxes on dumped articles can never 
be relied on to produce revenue ^ As Adam Smith said ‘ Taxes 
proposed mth a view to pievent or even to dimimsh unportation 
are evidently as •destructive of the revenue of the customs as of 
the freedom of trade • Some countiies, notably India and the 
United States have attempted, not veiy aucoessfuUy to combine 
high protective duties mth revenue duties' Protective duties 
have been placed m those countries on industries to bo protected 
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moditiea to be selected foi taxation should bo tliose wlucli aie 
consumed in sufficient quantities to pioduce the lequirod revonuo 
In othei IV Olds, articles which satisfy the ordmory demands of life 
for Bie bulk of tho population mus t bo pla ced on the tai .ift lists 
These aitides will vary m the casrofeMli oouiitiy It is not 
possible, as suggested b} J B Mdl, to levy customs duties only on 
aiticles which are not produced in tho countiy The question of 
productiveness and economy, alwa} a to tho foie with tho finanoior, 
must receive picference anil the entire hat of commodities to be 
taxed must be planned with care and revised fiom time to time 
It IS also at times unavoidable to tax law matcnals Taxes on 
raw silk for example, may have the elfect of taxing the con 
sumoiB of Silk goods It will thus be possible to tax m a non 
vexatious way the particular class of consumers who wear biUc 
/^oods 

I H t!i8 oim 13 to protect homo mdustnes, other points hevo 
I to be considered Suppose it is uccessaiy to protect wool and 
I to encourage woollen, luauuiactures It would be then advan 
tageons to add to tho duty upon imported manufactured woollens 
a compensatory rate, tea rate which should oomponsate homo 
I manufacturme for tho late already imposed upon the raw material 
Imported ^pr otective duty is sometim es the bestjnethotUor 
Jthe eypenment of a young and riang '’'fhemtion ”, 

^^ dTiBt,— ‘^ ^uer~ eacrifice anj give up'a measure, o f. malerinl 
p rosper ity in order _ to~gai n oiiItM^ sMlT ang~pow8..Q£ united, 
producton , it muff saoriffie^me present advant^efl m otdei 
Ho ensure I b it^If future ouea ^ ^ “A su^cient period of inouba 
tion must be alloweil for” in^et to give capitalists confidence m 
the future profitableness of the busmesa In frammg tariff hats, 
however the doetime of comparative costs, ee tho relative 
cost of produemg different goods m the home countiy, has to be 
considered, and industries have to be selected mainly on this 
basis ” a An impoit duty of a protective kind uaimlly eefa a 
boa ua or impetus to a home mdnstr y Atfiist rijill lend t.p nn 
uiSieaafija_pi!CejIL ffimeouStry iteelfpbuMihia may m Jiiajong 
ri m lead to g lower pned as tdi sjnduat g benomea developed A 
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ma\ , as it is hoped in the case of India s steel piodiiotion, 

to large scale production of a key industry, such production 
liavuig liitheito been prevented bj the lower price of the imported 
aiticle It IS necessary to protect infant industries from uiifau 
foreign competition and to keep out the dumped article Pro 
tectiou too may leault in largei economies througli production 
on a large scale 

Publio opinion deprecates any disposition on the part of a 
fiee trade oountiy, such as Groat Bntain was until 1932, to suggest 
to the Dominions and India or to a great and friendly republic 
like the United States, what its fiscal policy should be That is 
a mattei of pmoly domestic concern Indeed the Jomt Select 
Committee on the Government of India Bill recommended that 
“ nothing IS more likely to ondangei tho good relations between 
India and Groat Britam than a belief that Indrn’a fiscal poUoy is 
diotated fiom ■\\'bitoball in tho mteiosts of the trade of Groat 



to India B needs as an intogial portion of the British Empire It 
cannot l^p guaranteed by statute without limitmg the ultimate 


power of Parhament to control the admmiatration of India, and 
without hmitmg tho power of veto which rests m the Crown 
and neither of these hmitations finds a place in any of the statutes 
in the British Empire It can only, theiefoie, be assured by an 
acknowledgement of a com ention Wbatei er be the right fiscal 
policy for India, for the needs of her consumers, as well as for 







3 There is ijext the question of ad valorem, and apooiflc duties 
An ad valorem duty is a duty e’cpreased as a percentage of the 
value of the imported cominoity while specifao duties aie duties 
expressed as a defimte sum to be paid for a dofiiiito measure or 
weight of the oomidodity Ipsliiv Canada , the United States, 
and Au stralia hav e mainly ad valorem cus tomq dut ies altho ugh 
in’very \ frying d^cra ' Winforcm duties have been abandoned_ 
in S6ihmny_andjn most other countries oToommeroial iraporf" 
anoe"and speoifio duties have geneiaHjT taken their place aa the” 
latter^re CompaiatiVely easy to collect and simple from the 
admmistratuc pomt of view It is easy to grade the duties for 
slight variations in the physical nature of the commodity and 
thus to make for specialization such as the numbci of thieads 
pel square inch in cotton manufactured imports Id valorem 
duties have not the same capacity m this respect There is 
moreover no difhciilty in valuation as with the ai valorem duty 
There is little scope for fraud and evasion ns la generally the case 
with ad valorem duties the great drawback of which la that they 
necessitate valuation and tluow a great strain on the appiaismg 
stafl Spcoifi.0 duties arc defective m that they are regressive in 
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afid dyes are assessed by means of tbe system kno\vii as tauff 
valuation i e a combination of specilic and ad valorem duties 
Tbe Government fiom time to time determine tbe value of the 
article under this tarift valuation system foi purposes of assess 
mont, and this value is then taken as tbe conventional value for 
the article m legard to tbo payment of customs duty tiuoughout 
tbe period, usually a year This tarifl valuation system is eqm- i 
valent to a system of specific duties adjusted fiom time to time ' 
to meet changes m piicea, tbe basis being a umfoim ad valoretyi 
rate This system combines the advantages of specific and ad 
vaJoyem duties It has tbo advantage of specific duties m that it 
rebeves customs officials fi.om often a difficult valuation, as in the 
case of tbe impoits of manufactured silk, wbicb is difficult to 
appraise Tbe importer also is able to calculate ahead what be 
baa to paj as duty If tlie adjustments oio made at fairlj fre 
quent intervals tbe fluctuations m prices do not result m a loss of 
duty, and tbe pubbe know imdoi this tariff valuation system tbe • 
exact rate at ivbich duty is to be levied when doing tbeir business 
If tbo tanfi of a country is high, speoifio duties aio on the whole 
preferable from the aclmuustiativo point of view In the case of 
a epeoifio duty tho impoitei knows exactly whet he will have to 
pay as duty, as m the case of tanft valuation Speoifio duties 
however being fixed reqiuie fiequout changes iiheii prices 
fluctuate, and the> do not give a veiy clear idea of tlie rate of 
duty and tho aotnal Khrdon except to those w ith export knowledge 
Specific duties leqiuie to be revised poiiodically lu a period of 
rising prijes foi example, if not piomptly alteied, tho loal moomo 
of the State will as wo liavo seen suffer In those oountiios 
whole high protection is intended ad valoiem duties require the 
moat ouiefiil watching The Indian Fiscal Cominiaaion, foe ox 
ample, concluded that “ while the Indian taiiff must oontaui, as 
■ at preseut ud valotem and specific dnties and taiift valuations, 
the system of specific duties and taiiff valuations might be ex- 
tended cautiously whorovet oxamiuation by tho Tanfl: Boaid 
shows that this is hkely to bo in tho general interests v With 
tbe increase m protectionist policy in recent years spocific duties 
have become more popular, because a higtdegieo of protection 
13 loss easily seen when expioased as a specific duty than when as 
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an ad laloiem dutj A hea\ j import duty on sugar, foi examplo, 
when expioaaed at so much per cwt does not appeal so gieat as 
when expressed in a form of a high pmcciitnge Again, pio 
tectiomsts iire fei aoccific duties be cause when pnces are f alling 
(and in oouseqiience the need of protection is more 1 coidj felt) 
an iincliapgerl apBc.ifir.j ljifcg.jm ma an uicic asing late of piot-egtion 

coiLsideiable changes an ad mlotun dutj gives the least piotcction 
when puces are low and protection is thuefoio most roqniied, 
just ns it gives the gieatest protection when puces are high and 
pioteotion IS least needed Li ahoit, the advantage of an ad 
uthtmn duty vanes invoraeh as the need for such benefit Some 
articles lend themselves to one typo of duty and some to the other 
typo Standaidized articles such as wheat sugar, and pig iron 
lend themselves to specific duties, while other ai tides possessing 
a laige range of qualities and values such as textiles lend them 
selves on the whole, to ad vahiem duties 


Misoellakeous Funoiions 

4 The duties of the customs authoiitios are not conluiod to 
ad lalorem and specific duties They hav o to provont tlio impoi ta 
tion of certain aitioles In Great Britain, for example, obscene 
Iiteratme, advertisements of lotteries foieign gold and silver 
plate wnthont assay foreign leprmts of dopynght works, the 
plumage of birds (with certam exceptions), shavmg brushes 
manufactured m or exported from Japan, and prepayid opium 
are not allowed to be imported In addition to the provontiou of 
importation the customs authorities have to prevent the irrogulai 
importation oi iiicgular exportation of certam goods In Groat 
Bntain, explosives, sjnthetic organic dyestufis, heps, arms and 
ammunition, dangerous drugs and goods commg within the 
Anthrax Prevention Act are unported imdei certam rogidatious, 
and this lequffea careful scrutiny Aims and ammunition, 
dangerous drugs gold and edver corns, and gold bullion arc 
similaily allowed to bo exported under certam conditions only 
The customs authorities however, have other duties to perform, 
such as the preparation of statistics In the United Kingdom 
the Customs and Excise Departments now form one Department, 
and these authoiitios undertake the collection, m certam oases 




i£ tli6 reforms which Gl&datone oompleted 
e lixohequet The duty on the impoit of 
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nudertaken as Chancellor of the L^chequci ni 1863 and renid\ ed 
completely in 1860 the protective features of the taiift 

from the follow mg table 



With the passing of laissez fauo after the Great War the 
general argument for mduetiial liberty has greatly lost its force 
Fiom the point of abstract tliooiy piotection witliju oeitaiu limits 
and m ceitaiu cases lo advantageous to the woild aa Vi-eU as to the 
protecting countiy but unfortunately these qualifications aie 
never afUieied to Owing to the resiugenbo of eoononuo national 
ism and to political and other reasons, it la impossible to expect 
governments to keep piotection within ideal Imuts, ai^ each State 
to day seeks protection foi its mdustries and is making customs 
duties as a revenue soiuce of secondary impoitance Every im 
poitant coimtiy now pioteots its employment and maikets Tt 
w as only in 1932 aa we have seen, that England found it nocessai y 
to tmn to protective tariffs She had already some expeiieuce of 
this from the softguaiding duties as fixed by the Safoguaiding of 
Industries Act 1921 and the Safeguarding of Industries (Guatoma 
Duties) Act, 1926 These Safeguarding Duties made it possible to 
levy aduty attheiateofone thndofthevalueofthegoodflunpoited, 
which aie classified as ‘ key ” mdustry goods But goods pro 
duceil and manufactured in the British Empue were exempt from 
duty By the Safeguarding of Industries Aot it w as also provided 
that a similar rate of duty was leviable on the impoi tation of goods 
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fiorfi countnea mth a deprooiating owrrency Tlie tanf£ weapon 
18 now used for bargaining with other oountiies Bitter experience 
had taught Great Biitain that otJier countries would not lemove 
the reatiictions on European tiade Indeed these lestncfcioiis had 
grown and the sale of suiplua foreign products was steadily grow 
mg in the British market The Abnoimal Importations Act, 1931 
nas passed to counteract this and m the following joar this was 
followed by the Impoit Duties Act 1932 Advalorem duties were 
imposed on all impoits with ceitam exceptions The justification 
was, of ooiirso, levenue and the saving of the pound, but behind 
this was the necessity of follow mg the policy of inotectiou adopted 
by all competitors The pohoy of piotection was followed by tho 
Ottawa Confeience as a lesult of which piefeiential oustoms rates 
were adopted by Great Biitain and other members of tho British 
Empne The Ottawa Agieements Act was passed m 1932 In 
oidei to mmimiso the daiigei of undue use of pobticaUnflueiico by 
industrial interests and the possibility of the tariff becoming an 
instrument foi tho protection of inefficiency and backwardness 



order of tho day Tlie iieiceutage ad valorem latu of duty on 
dutiable imiioits m Canada in 1936 was 24 7 pei cent aiul 16 6 
pel rent on tlir total imports from all couiitiics The following 
table 18 ol inteiest in thia counrctiou 

Dutiable Imports— A vekaob Ad VAfouni Rate op Duty 
From UmWd^Stltes 23 U 


The ie\ enue horn customs was <5127 million in 192b out of a total 
Tstenue of §383 million Canada adopted a protective tiinft in 
the fifties of the laet century In 1869 Sir A T Galt, Minister of 
Fmance, prepared a report emphasising the right of the Canadian 
Parbament to le\y taxation ^ as it deemed best, e-ven thoiigli it 
may run counter to the wishes of the British Slimatr} This 
doctruie was not challenged bj the Biitish Government The 
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111 the lates of duty on certain aiticks, ospocmlly agiioulfiiinl 
implements Specific in place of ad idlmtm duties weio imposed 
in 1919 on pig lead zinc spoltei, and coppei ingots The Dopait 
incut of Customs and the Department of Inland Bovenuo wore 
amalgamated m 1918 into one Depaitment — the Department of 
Customs and Inland Hevenue undei one Ministoi of the Ciown 
In Australia under the tariff ol 1921, about Hi poi cent of the 

duties and the balance of about 29 per cent are free ol duty A 
companson of the tariff non in force mth that before the War 
shows that the proportion of dutiable goods has moieasod fioin 
67 per cent to 64 poi cent The avoiago ad vahtem rate of duty 
on dutiable goods has mcroased fiom 29 96 per cent to 31 93 per 
cent The average percentage duty on all merchandise increased 
m the same period fioro 17 08 pei cent to 22 63 per cent The 
eqmi aleiit od laloi cm letes of duty luider the tariff of 1921 was 
107 per cent on spirits, 86 per cent on tobacco 63 poi cent on 
Dies 41 pel cent on jen elloty and fancy goeds, 36 per cent on 
rubber goods, 21 per cent ou iron and steel and 27 pel cent on 
other manufactures of metals The duty on apparel is 37 per 
cent on leathci 32 per cent, on to-rtiles 22 per cent and on 
miscellaneous goods 31 pei cent 

Before the establishment of the Commonwealth in Australia 
each state had its own tariff and the mtei state tiado was piovious 
to this sunilar to overseas trade Fiom 16th September 1902 
trade between the diffeieut states of the Commonwealth became 
free AVestcin Australia however reserved the right to levy 
duty on the goods of other states up to 1907 The present Tariff 
Schedule provides a Preferential Taiitt, an Intermediate Tariff 
and a General Tanff The first is applied to the Biitish Dominions 
and the second to the British Domimona or to anyforeign ooimtry 
The Geneial Tanff is m force agamat countries other than those 
oommg iindei the Biitish Preferential and Intermediate Tariffs 
The Commonwealth Tariff Act of 1908 provided preferential rates 
for certam goods produced m the Umted Kmgdom The list of 
ai tides has been enlaiged and the margin m favour of the Umted 
Kingdom extended To he eligible for preferential treatment 
goods must be wholly produced or maniifaoturod m the United 
Kmgdom In the case of goods not wholly produced oi maiiu 
faotnrod at least three fomths of the value should be lepro 
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Bented by Bntisli laboui or mateiial Howover ono foiufch of 
tbe \ aluo lopicaeiited by Biitish labour or matoiial will bo onough 
for those goods which aio not commercially manufaoturod m 
Austialia It la, however, necessary that in each case final 

Umted Kingdom Tho goods must bo consigned thoiefrom direct 
to Australia Tks was the position prior to tho Ottawa Confer 
once In 1926 ninety five per cent of British moicliandise was 
preferentially treated, and the average maigm of preference, viz 
12 91 pel cantadialorem ioprcsontodalossofdutyoff7,981 000 
Profeionoe to South African goods has been oxtoudod since 1906 
From 1st September 1922 a preferential tarift was extended to 
New Zealand Beciprocal taiift arrangements between Canada 
and Austraha hare been made as a result of the Ottawa Confer 
enoe Since 1921 a Taiifl Boaid of three members has been set 
up to whom the Miiiistei refers for report questions relating to the 
classification of goods lor duty tho determination of tho value of 
goods tho neceasitj for now increased or reduced duties the 
necessity for granting bonuses tho apphcntion of the difiereut 
taufts to the diflereut countries and complamts relating to the 
undue advantages taken by manufactiiiois bj charging uuneoes 
sarily high prices Provision is made for levying anti dumping 
and deprooiatoJ ouiiency duties Tlie revenue from customs 
amoimted to £22 millions out of a total Commonwealth revenue 
of £56 milhons m 1939-34 

In Now Zealand a tariff of deflmtely protective mteiition 
dates fronj 1895 There is a General Tariff an luteimodiato 
Taiift and a Special Tariff for British Empire goods Most of 
the duties arc specified but on some articles an ad valorem 
duty fiom 6 per cent upwards is levied under the Customs 
Amendment Act of 1921 A rate of duty is filled in the case 
of countries v ith a depreciated exchange and by the Customs 
Amendment Act, 1921, provision is made for a special diunpmg 
duty which may bo imposed by the Mimstor of Customs on 
goods imported if tho solhng puce to an importer is leas than 
the current value of the goods and provided that such imports are 
likely to have a prejudicial effect on*an mdustry cstabhshod in 
tho Dominion In such a case the special duty shall not exceed 
the difteience between the actual selling puce and the oniiont 
domestic value As m the case of Australia changes have been 
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made as a lesult of the Ottawa Conference The only cxj ort 
duties in force are those on the export of timbor under the Timber 
ExpoitAct 1908 and on gold undei the Gold Duty Act 1908 and 
the Ajnendmouts Acts Out of a total tax leveuiio of £21 486,000 
foi the year ending Slst Maioh 1914 customs duties accounted 
for £6,185,000 

Section 136 ol the South Ainca Act of 1909 has deolaiod free 
trade within the Union ^ The customs tanff is protective and in 
certain cases prohibition of imports is possible The ad mlo)em 
duties oidinanly vaiy from 3 to 25 pei cent Spocifio duties are 
also levied, especially on foodstufts, dimk and tobacco Duties 
from apparel textiles hquors, and metals moUidmg iron and steel 
are the mam souices of io\ enue Customs levenue is the prmupal 
head of the Union Governments levenuo For the }eai ending 
1933-34 customs revenue amounted to £7,981 000 as compared 
witli £7,4904)00 from mcome tax out of a total loveuuo of 
£36,978 000 The most imjiorfcant point regaidiug customs duties 
m South Vfrica is the piofercnoo aocoidod to gQods the pioduco of 
rccipioontnig coimtiiee luthm the Biitish Empire As fai back 
as 1821 the Oapp Pio\mce taxed Biittsli goods at 3 per cent and 
othei goods at 10 pei cent A rebate of 26 per cent of the ad 
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mofet exports of 3 per cent ad valoiem or a rate approximating to 
that figure in order to balance the Budget the Eight Hon 
James Wilson mcreased m 1859 the general rate of duty fiom 5 
to 10 per cent and certain luxuries had to pay 20 per cent The 
luxury rate of duty lasted only for a year, as it was not productive 
The duty on cotton yarn was raised in 1869 to 5 pei cent from 
3 1 per cent Although export duties were levied at the late of 
2 annas pei maund on grain, Rs 3 per maund on indigo, 4 per 
cent ad valotem on lac, and 3 per cent on most other articles, the 
Finance Minister exempted (in 1859) raw cotton, raw silk, sugar, 
and tobacco Tea, coftee, wool, jute, raw hides and slana wore 
freed from expoit duties in the following year Saltpetre, how- 
evei, had to bear a heavy export duty These duties were for 
revenue purposes 

The free trade period from 1862 to 1916 may be convemently 
divided into.two periods, (a) 1862-1894 and (b) 1894-1915 The 
influence of the gospel of free trade had spread to India, as it 
had to the Dominions and the United States The period 
from 1862 to 1894 is inaiked by a reduction and then by a 
general abolition of duties Under financial necessity, Sir James 
Westland, Fmance Mmistei, had in 1894 to reimpose duties, 
and in some cases to increase the few duties then m force, and 
this year marks the begummg m an upward direction of our 
revenue tarifl 

In 1862 the duty on imported cotton ^lece-goods was reduced 
to 5 pel cent, and on imported cotton yarn to per cent Two 
years later the general tariff was reduced fxom 10 to per cent, 
and many articles were freed from duty In 1867 the expoit 
duty tariff list was reduced fiom 97 articles to 9, and 
saltpetre Mas one of the articles on which an export duty 
was abolished In 1873 wheat was no longer aequired to pay 
a n. expo rt duty, and m 1875 the list was reduced to three 
articles — mdigo, lac, and rice In the same year (1875) the 
general rate of import duties was reduced from 7| to 6 per cent, 
the duties of 5 per cent on cotton piece-goods and of 3| per cent 
on cotton yarn remamiug the same The British Government 
directed the Government'' of India to abohsh these cotton duties 
as soon as it ivas financially possible, and here we already have, 
m the words of the Fiscal Commission, “ the ill-omened shadow ” 
of the cotton duties controversy on the tariff policy of this 
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coTmtry In 1878 the cotton, duties -were partially abolished, 
and in 1 880 mdigo and lac were removed from the export tariff 
list, lice alone remaini n g In 1882 the geneial customs duty 
on imports and the remammg duties on cotton were removed, 
and only rice remamed on the export list Between 1882 and 
1894 the only duties retained were those on arms, ammunition, 
liquors, opium, and salt, and from 1888 the halt-anna per gallon 
duty on petroleum The duty on arms and ammunition was 
kept for admmistrative reasons, while that on liquors, opium, 
and salt was complementary to the excise duty on these 
articles 

A general import duty oi 6 per cent was levied m 1894 
At fiist cotton goods were imported free, but later on m the 
year an import duty of 5 per cent was necessary on both piece- 
goods and yarn, and a countervailmg duty of 5 per cent on 
Indian yarn of counts above 20’s was also levied Bailway 
materials and raachmery were placed on the fiee list, and a 
duty of 1 per ceni was imposed on iron and steel In 1896 the 
duty on cotton piece-goods was reduced as was the countervailmg 
duty on Indian-made piece-goods to 3-J per cent, cotton yarn 
bemg freed from the payment of customs or countervailing 
duty Erom 1897 to 1910 the tarift remamed practically the 
same as it was m 1896 In 1910-11 the import duty ou liquors, 
tobacco, silver, and petroleum was increased In 1902 the 
question of Imperial Preference was exammed, but, as the 
Emance Mmister (Sir Edward F G Law) phrased it, “ m 
existing circumstances and m view ot the fact that our exports 
consist almost entirely of raw materials and produce, it does 
not appear probable that materially important advantages could 
be offered to us under a system of pielerential tariffs m out 
favour adapted for other parts of the Empire ” The Fiscal 
Commission recommended that no preference should be given 
if it dimmish the protection required by Indian mdustries 
Such preference should not lead to any net appreciable loss 
to India, and it should not he granted without the consent of 
the Indian Legislature 

The third period — ^the War and post- Arnustice period — 
shows clearly the effects of the War The necessity for more 
revenue led to an mciease in the general import tarift to 7 } 
per cent m 1916 and to 11 per cent m 1921 In the former 
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year tte free bst was reduced, 2^ per cent was rmposed on railway 
mateiial and naachmery otEer tEan tEat for cotton nulls, and 
10 per cent on sugar TEe duty on iron and steel was raised 
from 1 to per cent, and tEe duties on liquors and tobacco 
were also increased In 1917 tEe import duty on piece-goods 
was raised to per cent, tEe countervailing duty on Indian- 
made goods remainmg at 3| per cent In 1921 cotton -mill 
macEinery and stoies were removed from tEe free list and a 
specific duty was placed on matcEes Luxury articles, such as 
motor cars and watcEes, were taxed at 20 per cent Export 
duties on raw and manufactured ]ute and on tea were imposed 
m 1916, and m tEe foUowmg year tEe ]ute export duty was 
doubled In 1919 a protective export duty on raw Eides and 
slans was imposed to protect tEe Indian tanning trade, and 
66^ per cent rebate was granted if exported to tEe BritisE 
Empire for tannmg 

TEe fourtE period, begmnmg witE 1922, saw a rise m tEe 
general import tariff to 15 pei cent TEis tari-fi»is now 25 per cent 
ai valoiem and is definitely protectionist, as wdl be seen from a 
study of tEe Taiifl: ScEedules In regard to articles wEicE are 
exceptions to the general rate, cotton piece-goods pay 60 per cent, 
unless of BiitisE manufacture, wEen tEey pay 26 per cent Sdt- 
01 artificial silk mixtures pay 35 pei cent or 2 As 3 pies per square 
yard wEicEever is EigEer Motor cars and motor cycles 37^ per 
cent Sugar pays tEe EigE late of Rs 9 As*l per cwt “ Luxury 
articles ” pay 50 per cent, cigais 112J per cent, cigarettes 25 per 
cent ad valorem plus eitEer Rs 8 As 2 pei 1000 or Rs 3 4 per lb 

wEicEever is EigEer , spirits generally pay Rs 37 As 8 pei gallon, 
and peifumes Rs 60 per gallon Certain metals and railway plant 
pay a lowei late and agricultural unplements and quimne aie free 
TEere are also protective duties at special rates on*special articles 
sucE as iron and steel and certain manufactures tEereof TEe 
two outstandmg facts in tEe recent Eistoiy of Indian tariff legis- 
lation are (1) tEe strong movement towards EigE protective tariffs, 
obEvious of the possible results on tEe consumer, predommately 
an agricultural consumer, and (2) tEe acceptance of the principles 
of tEe Ottawa Conference in regard to preferential taiifts witEin 
the Empire but not at tEe expense of India Eerself Fmance 
Ministers m recent years Eave pomted out tEat tEe tariff originally 
designed for revenue is becoming, on account of its recent pro- 
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te(?biomst character, less productive of levenue thau it should be 
It is foi this reasou that excises on sugar aud matches have been 
mtioduced The prosperity of the cotton textile industry lela- 
tively to that in most other countries of the world, Japan perhaps 
excepted, is largely owing to high protective tarifts Customs 
revenue m 1933-34 was no less than Es 4855 2 lakhs out of a 
total Central tax revenue of Es 7984 3 lakhs ^ 

The customs duties that obtain m othei parts of the British 
Empire do not require separate exammation In many colomes 
export duties are in force, as m the Federated Malay States, 
which produce rubbei and tin, and the West Indies, which 
pioduce sugar The time is coming when Croivn Colomes wdl j 
have to spend money on the development of social services, 
such as education, sanitation, and medical relief, which will be 
a sound mvestment in the long run The overhauling and peifect- 
mg of the customs system aie in some of these already overdue 

* Other Countries 

8 It will not be possible to review the history of tariffs in 
free-trade countiies like Holland, Denmark, Norway, Switzerland, 
and Belgium, for reasons of space The case of Great Britam has 
already been dealt with m some detail It will also be impossible 
to review m detail the protective principles underlymg the 
customs duties of Fiance, Germany, Italy, the Umted States, 
aud Japan Protection as a national pohey is evident in the 
history of !§'rance, as m the majority of countries The revenue 
from customs for the year ending December 1934 was 5 3 milliard 
frs out of a total national tax revenue of 35 1 or a total national, 
piovmcial, and local tax revenue of 48 7 milliards Customs 
duties from sugai and salt are taxed through the customs and the 
excise, as are petiol, benzol, and one or two other products Food 
and raw materials are subject to duty as well as manufactured 
goods The same applied to Germany before the War The 
French tariff is built upon the system mtioduced m 1791, together 
with a conventional tariff system based upon treaties The re- 
forms mtioduced by the law of 1892 fbfed a maximum or general 
tariff extending to seven hundred items, and a mimmum tariff, 
which allowed the import at special lates of goods of countries 
» R8 1 lakh = Ils 100,000 =£7500 
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wlucli gave smulai concessions to French, goods Neveitheless, 
as one’s eye goes down these taiiff hsts one is struck by the number 
of unproductive duties, and in this the French customs is in stiong 
contiast with the Biitish system The duties on food-grams, lilce 
those in Geimany and Italy, feU on the woilang classes, and it is 
doubtful whether the protective nature of the tax outweighs its 
drawbacks Fiance is much ’in' ne3d of a second Colbeit to 
systematise (as the great Colbeit did in 1664) the taiift with its 
long list of diity-paymg commodities 

The tarifis of the United States ^ and Japan are of importance 
The early tariff history of the United States befoie the War of 
Independence shows a somewhat selfish policy on the part of 
Great Britam Certain important articles could be exported 
only to Great Britam, and impoits were possible only m Biitish 
ships That was, mdeed, part of the colonial policy of the time 
The duties on imports of 1773 were on rum and sugar from 
countries outside the British Empire Even before 1816, when 
a definite protective policy took shape, thera were attempts to 
protect young industries But fiom the date of the Constitution 
(1787) to the end of the war of 1812 the tarifi: was intended for 
revenue purposes Textdes, mamly cotton and wool, and iron, 
however, were protected commodities Tea, cofiee, hquor, and 
tobacco were those which were looked to as the mam sources of 
revenue From the second decade of the nmeteenth century the 
idea of protection giew, except for a possible set-back for fourteen 
years fiom 1846 The tariff of 1846, however, protected woollen 
and cotton goods to the extent of 20 per cent and non i^O per cent 
The Morrill tarift of 1861 mcreased the protective duties and 
mtroduced compensatory duties, so that if the raw material was 
taxed a correspondmg duty was also added to the imported 
manufactured article to protect the home manufacturer The 
tariff of 1864 placed on imports an average of 60 per cent, and m 
some ways was the high-water maik of protection Possibly the 
Cml War compelled Congress to squeeze the utmost iiom its 
tariff In 1890 the McKmley tariff reduced the duties on certain 
goods of mdustries which no longer required protection , but it 
mcreased the duties on otfier goods Duties of a purely revenue 
nature were decreased The Wilson Law of 1894 reduced the 
protective duties of the previous law of 1890 The Dmgley 
^ Of Taussig, Tm iff History of the V ruled States 
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tarfff of 1897 replaced the protective duties of the McKinley 
tariff, and the general rate of duties was increased Textiles, 
iron, hides, leather, and sugar were protected The Payne tariff 
of 1909 changed some of the rates m a downward direction, hut 
its interest lies m the fact that it provided for a mimmum rate 
plus additions by way of retahation m the case of those couutiies 
whose tariffs were considered to be unfavourable to the Umted 
States In 1922 the Foidney tariff of the Eepubhcan paity 
became law, and went further in the direction of a high protective 
tariff 

The Umted States, with a vast expanse of teintory and a 
large population, which, however, is still only a small part of 
what the country could support, is more self-contained than most 
countries of the world It, therefore, can view without much 
anxiety the very high duties of the Fordney tariff This great 
econormc experiment may be due to the haunting tear that the 
impoverishment of the cluef mdustrial countries m Europe as a 
result of the War may be reflected m a lower standard of hvmg in 
the Umted States if the products of cheap labour abroad weie 
permitted to compete m the American maiket The result of 
this tariff made it more difficult than ever to purchase hei exports, 
as the country accepts neithei goods nor services, and gold she 
already has m too great a measure The restriction of imports 
to the extent that the Eoidney tariff has made depressed the 
prices obtainable foi •American products abioad through the 
scarcity of ci edits in the Umted States to pay for them The 
difficulty f(jr othei nations to purchase American products may 
give use to alternate sources of supply The ciechtor position 
of Ameiica, already a matter of embariassment, has been accen- 
tuated by this prohibitive tariff: Ameiica, a creditor country, is 
refusing on the* one hand to take payment from her debtors in 
goods or services — her high import tariff prohibits the import of 
goods — and on the othei hand she refuses to lend abroad Her 
difficulties durmg the greatest known economic blizzard, dinmg 
the years 1929-35, are too well known to demand here a critical 
examination of the problem An analysis of the Umted States 
customs revenue clearly shows that the system has been devised 
primarily for protection and not foi revenue only Two articles, 
sugar and tobacco, may be said to belong to the class of articles on 
which customs duties for revenue purposes should be imposed 
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Tke remaining articles are chiefly necessary articles — food and i aw 
mateiials for industry which, compete withherhome-pioducedgoods 
andnotarticlesmanysenseof asemi-luxuiynatuie Nevertheless, 
it IS interesting to note that although the customs revenue has 
sunk from a percentage of the total revenue m 1791-94 of 93, ui 
1870-74 of 54, and at the begmniug of the centurj'- of 45 pei cent 
to approximately 14 per cent at the present time, it is approxi- 
mately the same percentage as that from customs in Great 
Britain The tarifts of the two countries, however, diher much 
in structure — ^the former is definitely protective and covets a 
wide lange of goods in the detailed taiih schedules, the latter a 
tariff hmlt up on revenue prmciplcs to which has in the post-War 
years been added a piotection bias 

The Japanese tariff has many points of resemblance to the 
Payne tariff just mentioned as well as to the French taiift of 
1892 There is a general tariff and also a special tariff combined 
in the Import Tariff Revision Law of 1910, the basis of the present 
tariff Custom-houses were set up in 1869, and the tariff revised 
in 1860 The tariff was not again revised until 1899, 'When a 
general tariff and a special tariff for countries with which tariff 
conventions had been concluded was laid down A smf;ax was 
necessaiy on account of the war with Russia m 1904 \';In 1906 
the tariff was agam revised The present tariff really d^les from 
July 1911, being based on the Import Tariff Revision Law 
(No 64) of 1910 At present there are 672 articles on the hst, 
and specific duties are m the mam collected on these The rates 
on manufactured goods are 40 per cent and on some articles of 
luxury 60 per cent For some manufactured goods the rates are 
below these, varying from 16 to 40 per cent , raw materials are 
mainly free, while partially manulactured goods are not assessed 
to heavy duties Export duties were abolished from the begin- 
ning of the present century Smee August 1920 the tariff in force 
in Japan has also been applied to Koiea, and with Manchukuo 
Japan is malang special arrangements to furthei hex mteiests ui 
this direction The conventions concluded with Gieat Biitam, 
Fiance, and Italy give special concessions of a recipiocal nature 
Thus the convention concluded with Great Biitain guarantees that 
ten prmcipal articles of export fiom Japan should be exempted 
from customs duties when imported into Great Britain, and 
concessions aie made m the case of ceitaui British imports into 
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Japan, viz pamtt,, linen yams, cotton and wooUen goods, and non 
sheets The French mmunum tariff rates are applied to ceitain 
Japanese products, and in return saidmes m oil, butter, wines, 
olive oil, perfumes, woollen yarn and goods, binoculars, motor 
cais, and kmttmg machmes are imported into Japan at reduced 
rates Japan, like Great Britam, depends foi its food-supply on 
foreign countries, and it budds up a large export trade for this 
purpose It cannot live unto itself in the economic sense It has 
an oriental birth-rate of 33 per thousand but an occidental death- 
rate of 17 per thousand, and is increasing at the rate of a million 
persons per annum Japan is unable to emigrate m large num- 
bers Her only means for sustaining this large mcieasmg popula- 
tion IS by an mdustnal pohcy which, owing to the low costs of 
production obtaming m her industries, has been successful It is, 
however, a policy which has led to tarifls and quotas on the part 
of those countries to which Japan has sent her chief pioducts In 
fact, exports and imports may be said to represent the diastole 
and systole of the oommeicial heart of Japan 

Conclusion 

9 This survey brings out one oi two facts which require addi- 
tional emphasis Customs as a source of revenue in modern 
mdustnal states has, as has already been shown, generally de- 
creased relatively m importance and at a much greater rate m 
the older industrial countries than m the younger Nevertheless 
in one or two countries this source of revenue is of great import- 
ance to the national Government The imposition of customs 
duties IS twofold— foi purposes of revenue or for the protection of 
home mdustries, and these two ideas are in conflict A highly 
protective taiil? cannot be looked to as a bountiful souice of 
, revenue. It is not always an issue of excluding imports alto- 
gether for protective reasons and gettmg httle or no revenue j 
The issue is far less cleai cut In practice the statesman has to 
balance the merits of a protective duty as a revenue yielder and 
the merits or dements of the duty in keeping out the foreign pio- - 
ducer He has to consider the nature of the unports fiom abroad 
— whether they are food and law materials, imports which aie of 
a highly melastic nature, particularly when the population is non- 
agricultural, or whether they are manufactmed goods in com- 
VOL II 
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petition with, national industry He has also to consider the 
elasticity of demand foi his country’s exports abroad and whether 
the foreign customer is bound to purchase goods or whether other 
sources of supply are avadahle to him ' , It is for this reason that 
the Biitish position of taxmg the foreigner is much less strong 
than it was about a centuiy ago when foreigners regarded Great 
Biitam as the mam source of manufactures made by machinery 
She was a laigc consumer of food and law materials which 
she obtamed m exchange and without much trouble The 
demand, m shoit, on the part of the foreigner for Biitish goods 
a century ago was highly melastic , to-day it is the reverse He 
has other countiies from which to purchase Manufactured goods 
have been imported m more recent years from abroad for which 
the demand was far more elastic than the case of the imports of 
food, such as wheat and flour fiom the Umted States and Canada 
These manufactuied goods weie m competition with goods manu- 
factured m Gieat Britam, and in the trade depression these foreign- 
made goods were bemg sold there at prices* which the British 
manufacturer could not compete Japan, for example, was sellmg 
m Lancashire cotton goods at prices which defied competition with 
the best of Lancaslme’s nulls From 1932, therefore, Great Britam 
has turned to protection, and has limited also by quotas her im- 
ports of food and other materials from foreign countiies primarily 
in the mterests of herself and to a less degree of other parts of the 
British Empne Elsewheie we have seen that a foreign producer 
may pay impoit duties m whole or m part if the importmg country 
offers a sole market for his produce, but such conditiens are very 
laie Foreign producers wiU seek new outlets if the market owing 
to the tax becomes less profitable, and consequently the consumers 
in the country levymg the tax must pay the taxes imposed by 
then own governments if they desue these goods * It is m reahtyV 
only where the importmg country has a buyer’s monopoly orj 
where the exportmg country has a sellmg monopoly that the 1 
burden can be shifted from the home consumer to the foreign j 
producer From the revenue pomt of view protection is inimicabl^ 
to high customs returns 

A country by imposing duties on its exports may obtain a 
contribution from buyers abroad if the demand for the exports 
IS highly,^lastic. If it is considerable it is a strong argument 
in favour cucoEEmumg export duties 
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*If customs duties aie to be regarded from the revenue point 
of view only they should be imposed on necessaiies and at as low i 
a late as possible As a general rule if levied on a small number 
of articles they may form a system of productive taxation There 

are one or two characteristics of these duties which demand 


for revenue purposes must be levied on articles of general con- 
^ sumption, and a greater proportion of small incomes than of large 
incomes is spent on such commodities In other woids, the 
burden of these duties instead of increasing from a low charge on 
small mcomes to a very high charge at the end of the mcome scale 
advance httle by little and soon reach a maximum The smaller 
the mcome the larger is the rate upon it which these duties repre- 
sent They aie therefore regressive Another characteristic is 
then effect on mdustry If the duties aie high and of a piotective 
nature they raise questions of the disposition of capital and labour 
which it IS not possible heie to analyse The duties are also m- 
elastic and are unable like income tax to meet unusual demands 


upon the National Exchequer They are subject also to the dis- 
advantage that when GovermneiiUi" requirements are greatest, as 
m war, they yield least The disturbance following on war causes 
a reduction in mternational trade, with the consequent efiect on 
customs as revenue In times of depression, too, they dechne and 
morease the financial difficulties of the National Exchequer m 
preserving Budget equdihrium 
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EXCISES OE INTEENAL TAXES ON CONSUMPTION 

1 The mdnect taxes dealt with in this chaptei are excises oi 
internal duties on consumption, government monopolies, and 
octroi duties In financial literature the expression excise or 
excises is somewhat indefimte By “ excise ” is oidinarily m eant 
a tax or dut y on home- nroduced^go odsr eftSeTinTthe piocess of 
' ^eir ni^i^c tuie or before tEeir sale to consumers, especially on 
spirits, beverages, gasohn e, sugar, and tobac ce It includes also 
certam licences, commodities, and licences to conduct certain 
trades It is usual to exclude from excise or excises sales or turn- 
over taxes It IS usual in Continental financial literatiue also to 
exclude from this head taxes which although taxes on consump- 
tion aie Government monopolies Thus m the case of Italy the 
heading taxes on consumption excludes the Government monopolies 
of tobacco, cigarette papeis, salt, quinine, p*ubho lotteiies, matches 
and automatic lighters Similarly m Spam the Government mono- 
pohes of tobacco, matches and automatic lighters, petroleum, and 
medicaments are excluded from the proceeds of “ mternal taxes ”, 
VIZ those on sugar, alcohol, beer, chicory, gunpowder and ex- 
plosives, and consumption taxes generally In Turkey the ex- 
pression excludes the monopohes of tobacco, salt,«,lcohol, hquors, 
matches and fighters, aims and explosives, which aie excluded 
from taxes on consumption and turnover Hungary also excludes 
from turnovei and consumption taxes the Government monopohes 
of tobacco, salt, and saccharine In Czechoslovakia the govern- 
ment monopohes of tobacco, salt, saccharine, and explosives are 
excluded torn consumption taxes In Great Biitam excise 
mcludes excises on home-produced goods — beer, spnits, patent 
medicines, table waters, entertainments, matches, liquor, and 
hcences to conduct certam trades or professions, such as those 
662 
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of* pawnbrokers, moneylenders, auctioneers, tobaccomats, wine- 
dealers, pubhcans, brewers, distilleis, house-agents, hawkers, 
gamekeepers, game dealers, and plate dealers, and also hcences for 
dogs, guns, and game In India excise excludes salt It is, m 
short, the general lule to exclude sales oi turnover taxes from 
excises, and in the case of countries with Government monopolies 
also to exclude these 

The following table gives the percentage of total tax revenue 
derived from excises 


Peecbktaoe op Toiai Tax Rfvbnub debivbd fbom Excises 


Countrj 

Year 

(lllllliolis) 

Peroontage 
of total Tax 
aevonue 
doriv etl from 

United States 

1932-33 

S724 

39 

Holland 

1934 

El 179 

36 


1933-34 

Yen 314* 

31 

Gei many 

1932-33 

RM 12871 

28 

Austialia ’ 

1933-34 

£12 

21 

Eranoo 

1934 

El 7189* 

20 

C^eohoslnvakia 

1933 

Ki 2015* 

20 

Italy 

1933-34 

Liie 2929* 

18 

Belgium 

1932-33 

Er 1319 

16 

Groat Bntam 

1933-34 

£107 

15 

Canada 

1933-34 

S36 

13 

Hungaiy 

1932-33 

Pengo 81* 

12 


* Exolmle'i govcrninont monopolies If i 
he Kinsiikuibh liiKherm Tannn (41) per 
(33 per — “ r*.!. 


France (27 pc 
nonopolv 


In making comparisons between countries it is essential to see 
precisely what is included under the term “ excise ” or excises, 
and m federal constitutions whethei both central and state excises 
are included ’ In the table above only national and federal 
excises are mcluded, and Government monopolies have been ex- 
cluded as in the case of Hungary, Czechoslovakia, Italy, France, 
Germany, and J apan In the United States, Holland, and Japan 
excises are of the order of one-third the tax revenue and one 
quarter in Germany, Italy, and Austialia They are of less im- 
portance in Great Britain, Canada, Fiance, and Hungary 

During the nineteenth century excise taxes were made more 
equitable, and as a result of greater admimstrative efficiency veiy 
much more certam in the production of revenue The principles 
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undeilying such taxation are those conforming to the canons of a 
good tax In this case m order to make excises productive they 
must he m the first place articles widely consumed If the ai tides 
on which the taxes aie levied are widely consumed, the tax burden 
will be spread among the general body of taxpayers These excises, 
too, should fall on consumers’ goods rather than on auxiliary capital 
goods The tax is on consumers and should be on goods ready 
for consumption Excises or taxes on commodities of domestic 
manufacture may be levied on the raw mateiials or at an inter- 
mediate stage of their production oi when the articles are ready 
for consumption When it is imposed at the first of these stages 
it IS usually on the area under cultivation or on the quantity of 
the raw material produced The disadvantage of taxing at this 
stage IS that the tax is collected at the beginnmg of the productive 
process often long before the goods are sold On the other hand, 
the taxation at this point may drive producers to improve the 
productive processes m order that the manufacture! should bear 
a less share of the tax by increasing the output per unit of the 
raw mateiial When the tax is levied at the last two stages the 
period for which it is advanced by the manufacturer is curtailed 
The advantage of applying the tax at the later stage is that 
difierences in quality can be taken into consideration so that 
higher rates may be levied on the better qualities The taxes 
should be levied m accordance with the canon of convemence 
The practice, for example, of stormg goSds under bond makes 
it possible for the producer to withhold the tax until the 
aiticle IS withdrawn for sale In order to prevent, evasion it 
may not be possible always to collect the tax close to the 
place of consumption but at the place where it is most con- 
centrated This may mean a longer cham of dealers before 
shiftmg takes place and therefore greater charges for what is 
called the carrymg of the tax It wJl, however, mean economy 
m collection Another principle of the taxation of commodities 
produced mternaUy is that as far as possible the articles to be 
taxed should be conventional necessaries such as drink and 
tobacco, except perhaps in the case of salt, at any rate m India, 
which gives a constant and adequate flow of revenue easily ex- 
pansible when required The tax of primary necessaries such as 
wheat and flour is to be avoided as far as possible The taxation 
of articles of primary necessity mterferes with the cost of the 
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breakfast table of the lower classes of taxpa7ers and it is Ti\ 
desirable to impinge on this standard A tax, m short, o\ 
necessaries such as food and candles does not operate in the samp 
way as a tax on luxuries smce it may effect the standard of livmg 
while a tax upon luxury does not In times of financial strain 
taxes on necessaries are a means of considerably mcieasing the 
public revenue because they are largely on commodities of mass 
consumption After the World War the requirements of the 
budgets made excise more popular as a form of taxation m order 
to lighten the burden of the prevaihng high progressive taxation, 
such as that on income and on inheritance 

Excises cannot be expected to be capable of an mcrease m 
the same way as mcome tax, and although mdividual articles, 
such as beer anfl spirits, may yield m tunes of necessity larger 
revenue they are only elastic up to a point Consumption taxes, 
however, are regr-essive-m that their burden is relatively higher 
on those of lower incomes because the expenditure on neces- 
saries absorbs a higher proportion of income in the lowei ranges 
of income than in the higher, but, on the other hand, it is to be 
remembered that the poorer taxpayer is often able to shift the 
burden of the tax on to his employer or the general public by 
raising wages to meet the cost of living They are Jess irri- 
t^ifig to the taxpayei than the income tax as they are passed on 
to the consumer in the form of high prices He p ayatJie tax m 
smah driblets They Are, m Adam Smith’s woids in regard to the 
taxation of luxuiies, “ aU finally paid by the consumer and gener- 
ally m a manner that is very convemcnt for him He pays them 
httle by little as he has occasion to buy the goods ” Among 
excises those on drink and tobacco are the most productive and 
most elastic In tunes of necessity spmts and tobacco can be 
called upon to, produce more revenue In recent years there has 
been discovered one excise which is prohfic in all countries of 
industrial importance, and that is the tax on petroleum or gaso- 
lene, which IS also convenient and within limits elastic All 
states, for example, of the Umon have a gasolene tax and all 
motor fuels are taxed In many cases kerosene is exempted 
The proceeds of the tax is in one 'half of the states of the 
Union entirely used for state roads, as m Connecticut, Delaware, 
Kansas, Kentucky, Massachusetts, Michigan, Minnesota, Wis- 
consin, Missouri, Ehode Island, Virgima, North Carolma, and 
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other states In some states a share goes foi the upkeep'* of 
country roads Thus m New York 75 per cent of the proceeds 
13 used for state roads, 5 per cent for New York City general 
purposes, and the remaimng 20 per cent is used by the State for 
general purposes In Columbia the whole of the proceeds goes 
to the general fund The rate varies ordinarily from 2 to 
7 cents per gallon The revenues from state gasolene taxes m 
the states of the Union have increased remarkably in the last 
fourteen years The mciease is due m some measure to the 
enormous number of states which introduced this form of taxation 
horn the year 1925 In 1920 the revenue was $1,363,902 , in 
1925 the revenue was $148,358,087 , in 1931 $636,397,458 , and 
m 1934 $565,027,800 The following table shows the popularity 
of this tax at a glance 


Gasolene on Pathol Taxation and Elvanue ibom Motor Keoistbation 
IN (States or the United American Union, 1920-34 



The popularity of the tax may he illustrated from other countries 
such as England and France In France the tax brought m 1032 
milhon frs m the year 1933 This form of taxation is taken 
largely horn a class whiclrean afford the luxury of automobiles, 
and it provides some portion of the expenses of road mainten- 
ance, the cost of which has m recent years greatly increased 
with the extension of mechamcal transport 
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•The mam characteristic of modem excise systems is the great 
importance given to duties on wmes, spirits, beer, and tobacco ^ 
Necessaries, such as sugar and salt, are also frequently taxed 
But the number of articles -which produce revenue is not large, 
and the extreme simphcity of Great Bntam m this respect is very 
noticeable The duties on -wmes and, spirits promote sobriety as 
they prevent consumption, which would probably mcrease were 
theie no tax It is sometimes contended that States look too 
much to the financial results of their hquor pohcy, and, although 
they may spend their revenue on education and other social 
services, prohibition will never receive any effective support 
The State reahses that the drunkard is never a good taxpayer, 
except through the drinkshop, as his work is bad, his home poor, 
and his family has httle to spend on necessaries on which indirect 
taxes are frequently imposed While reahsmg, too, the effects of 
decreased consumption on improving the economic condition of 
its citizens, it always insists that high drink duties mean ilhcit 
traffic unless aocompamed by larger expenditure on more efficient 
admimstiation Each country, however, must survey its own 
particular problems and its own financial necessities before it 
decides on a revision of the form of its internal taxes on consum- 
able goods 

2 Indirect taxation in England is usually said to have been 
introduced from Holland by Pym in 1643 when the Long Parlia- 
ment resolved on the ^8th March to have a system of excise 
duties ^ An ordmance of the same date imposed duties on ale 
and beer, cider and perry, strong waters, and several other 
articles In January 1644 flesh, -vrctuals, and salt were added, 
and in July of the same year alum, hops, saffron, starch, silks, 
etc , wore added Before this period, however, indirect taxation 
existed to some •extent, although there was a traditional hatred 
to taxes of this sort in the form of monopolies, which constituted 
one of the methods of raismg taxes on consumable goods, granted 
even before the time of the Tudors It was, however, only under 

' Before tlus period there were traces of excise duties In 1610 a petition 
of remonatrante was submitted to King Jamas by the Commons “ Your 
Majesty hath lately and in time of peace, set both greater impositions and far 
nioie m number than your ancostoia ” They complained especially of the 
internal tax on coal at the pit, “ the reason of this precedent may be extended 
to all commodities of this kmgdom ” Cf Dowell, HisUny of Taxation and 
Taxes in England, vol i p 218, and vol u (Bk I ) 
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the Tiidois that they were abused, especially under EhzaDeth 
In 1601 the bst of monopolies mcluded salt, currants, iron, play- 
ing-cards, vinegar, and coal, and it is on lecord that the salt 
monopoly raised the price from Is 4d to 14s or 15s per bushel 
Queen Elizabeth promised to revoke all objectionable patents 
James I , who strongly disliked the use of tobacco (which was 
introduced mto England in 1565), exacted from importers of 
tobacco Lorn Vu-gima, but not from Spam and Portugal, a heavy 
import duty of 6s lOd pei lb , but it was not until latei that 
tobacco licences were introduced In 1634 “ the tobacco licences 
go on apace , they yield a good line and a constant yearly rent ” ^ 
The taxation of tobacco produced m 1732 £754,000 from a duty at 

pence per lb , but owmg to a very fraudulent system of draw- 
backs and smugghng the net production was only £160,000 In 
1634, however, a company obtamed a monopoly for salt It was 
not until 1639 that most of the monopolies were revoked by pro- 
clamation, and the civil war that followed put an end to that 
troublesome matter The system of excise duties introduced by 
the Long Parliament became not unpopular, and it prevented the 
wealthy landed classes from paymg the heavy taxation that would 
have been required from them durmg the next two centuiies 
Consumers almost faded to realise that they were paymg taxes 
At first ale and beer, cider, perry, and strong waters were taxed, 
and this was followed by numerous articles of food and clothing, 
eg flesh, victuals, salt, alum, hats, stS,roh, saflron, and sillcs 
Between the Kestoration (1660) and Sir Robert Walpole’s excise 
scheme (1733) the tendency was to morease the list of articles 
Walpole attempted to curtad the hst He also brought forward 
a Bdl, generally known as the Excise Scheme (1733), to introduce 
what IS now known as the Warehousing System, applicable first 
to tobacco and then to wme This system was to decrease the 
frauds from smugghng and from drawbacks The collection of 
the revenue was to have been cheapened and made more easy 
The small loss to the State would be more than outweighed by the 
savmg m the cost of collection and m the prevention of fraud 
There was strong opposition, and there were fears that theie would 
be a large army of revenue oflficials There was a popular cry at 
the time of “ no slavery, no excise, no wooden shoes ”, and did 

^ Stafford Letters quoted by Dowell, History of Taxation and Taxes m 
England, vol iv p 270 (Longmans, Green & Co , London, 1834) 
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noifDr Johnson define excise as “ a hateful tax levied upon com- 
modities, and adjudged not by common judges of property, but 
by wretches hired by those to whom excise is paid ” ^ Walpole 
dropped the scheme “ 1 will not ”, he said, “ be a numster to 
enforce taxes at the expense of blood ” Durmg the eighteenth 
century, especially owing to the wars with France, it was necessary 
to increase the excise duties By 1792 they were £10,000,000 
as against a shade over £1,000,000 in 1700 Glass, tiles, leather. 


Spirits . 

Entertainments 

Matches 

Artificial Silk 

Sugar 

Mediomes 

Table Waters and Cider 
Other sources 4: 

Total 


Net Receipts from 
R'ccisp,* 1933-34 
Millions 

63 9 
29 1 
92 
21 


17 

07 

03 

66 


% of Tax 
revenue 

7 6 
41 
1 3 


2 1 


106 9 or 16 1% of tax revenue 


* Includes the dirett taxes, viz hcence duties, etc , amountmg to 
£4,900,000 If this wore excluded, excise amounts to £102,920,000 or 14 4 per 
cent of tax revenue 

f These are dealt with separately m Chapter XXVIII 
j Includes duties on tobacco, playing oaids, chicory, and coffee mixtures 
or substitutes • 


soap, candles, salt, and other articles had been added to the 
inland revenue schedules The tax on salt, which continued from 
1694 to 1729 (when it was repealed, only to be renewed m 1732), 
was comparatively hght During the American War it was 
mcreased to 5s per bushel and continued at this rate until 1798, 
when it was raised to 10s Pitt m 1805 mcreased the rate to 15s 
at which rate it continued until its repeal m 1826 The excise 
duties, thanks to the efforts of Huskisson, were reduced, and 
between 1830 and Gladstone’s Financial Statement, 1861, excise 
duties on leather, candles, starch, bottles, glass, bricks, soap, and 
paper were abolished A tax on soap was sometimes condemned 
as a tax on cleanlmess, and a tax on paper as a tax on knowledge 

^ At this rate the tax was about 30 times the cost of production, which 
was only 0d per bushel A Committee of the House of Commons (1801) dealt 
with the smugglmg and the salt laws generally 
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The hop duty was abolished in 1862, and the malt tax was 
removed in 1880 The tobacco duty ^ is from home-grown tobacco 
The excise duties ® at the present time are shown on page 659 

The Excise Department was under the Board of Inland Rev- 
enue, but from 1st Aprd 1907 it has been amalgamated with the 
Customs Department The control of British excise, therefore, 
IS now under the Board of Customs and Excise 

3 In some other parts of the British Empire excise duties have 
long been m force In the younger colonies the need for such 
duties has not arrived, but the experience of self-govermng 
Doimnions and India will be very useful m this respect In the 
self-governmg Domimons, as we have already seen, excise is a 
central head of revenue and amounts to one-fifth, or about one- 
fifth, of the total tax revenue 

In Canada the excise tariff is confined to spirits, malt liquor, 
tobacco, cigarettes, Canadian twist tobacco, snuff and cigars 
There are m addition to this, excise war taxes levied on matches, 
automobiles, ale, beer and porter, whisky, *■ playing-cards, etc 
Druggists and manufacturers of patent mediomes are allowed a 
drawback of 99 per cent of duty when spirits testing not less than 
50 per cent over proof are dehvered m limited quantities to um- 
versities, scientific or research laboratories, or hospitals for medi- 
cinal purposes only Spirits and tobacco alone were 80 per cent 
of the total mland revenue m 1913, 65 per cent m 1920, and 76 
per cent in 1927 The excise revenue, mefudmg the indirect excise 
war taxes, was more than 17 per cent of the total tax revenue 

In Austraha the Commonwealth excise revenue is confined to 
beer, spirits, tobacco, and starch, and also some direct taxes, as in 
the case of Great Britain, namely hcences The excise revenue m 
1933-34 was 23 per cent of the Commonwealth tax revenue Ex- 
cise duties were increased from 25th September 1918 In 1925-26 
beer yielded more than half, and tobacco slightly less than one- 
third, of the Commonwealth excise revenue Smee 1917-18 the 
revenue from these two items has trebled itself In New Zealand 
excise duties are confined to beer and tobacco and its preparations 
By the Customs Amendment Act, 1921, excise duties were no 

^ I or the rates of excise duty on different articles see Reports of the 
Coinmisaioners of H M ’s Custom and Excise, H M Stationery Oflioe, London 

“ For the detailed history of taxes on eatables, drink, tobacco, and others 
refer to Dowell’s History of Taxation and Taxes in England, vol iv (Lonamans’ 
Green & Co , London, 1884) ’ 
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longer levied on certain manufactures the preparation of which 
involve the use of a considerable proportion of spirits A special 
reduced schedule of duties is provided on alcohol imported for use 
m warehouses manufactuiing articles such as perfumed spirits, 
toilet preparations, cuhnary and flavourmg essences, and similar 
preparations The excise duties amounted to II per cent of the 
total Commonwealth and State tax revenue m 1933-34 About 
90 per cent of the excise revenue is collected from beer All 
packages of manufactured tobacco must be labelled before leavmg 
the manufactory, and it is necessary to obtam warrants to use 
cuttmg machmes for cuttmg duty-paid manufactured tobacco 
for sale The Commonwealth revenue from excise was £127,041 
in 1914 and £11,928,000 in 1933-34, or over half that of Customs 
(£22,327,000) oiitof atotal Commonwealth revenue of £56,409,000 

In the Union of South Africa excise duty is confined to spirits, 
beer, tobacco, cigarettes, sugar, matches, playmg-cards, acetic 
and pyxohgneous acids, and patent medicmes The Cigarette 
Excise and Surtax A.ct, 1911, apphes throughout the Umon, and 
the tax IS collected from the manufacturer by means of stamps 
afiixed to the contamei before cigarettes leave the factory, or 
from the importer at the time of first importation or dehvery 
from a bonded warehouse Manufacturers overseas are allowed 
to purchase the necessary stamps, and af&x them to the contamers 
of cigarettes at the time of manufacture The excise duty for 
every one-half ounce net weight oi fraction thereof is Jd on all 
cigaiettes manufactured m the Umon, and on cigarettes imported 
into the Umon and dehveied for consumption therem a surtax (m 
addition to the duty payable under the Customs laws) is levied 
for every one-half ounce net weight or fraction thereof The duty 
on Umon-made matches is Is per gross of boxes containing not 
more than 100 Inatches, 2s per gross of boxes contaimng more 
than 100 matches and not more than 200 matches, and an addi- 
tional 6d per gross m the case of eveiy additional 100 matches 
The excise duty on spirits is important both from the financial 
and from the prohibition point of view The rates are so 
graduated as to encourage the distillation of wme brandy and to 
prohibit the distdlation of dop brandy oi brandy from materials 
other than the vine A full rebate is granted m the case of spirits 
exported for consumption outside the limits of the Umon, or used 

^ The percentage in the table on p 653 refers to Commonwealth excises only 
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for inilustrial purposes and rendered unpotable or metbylated or 
used for the purposes of fortification and preservation of pure 
wine There are also licences under excise as ui the English 
system, e (j the liquor licences which are assigned to the pro- 
vinees The excise revenue of the Umon Government m 1926- 
1926 was £1,803,000 or 9 5 of the tax revenue, and was about 
three tunes the excise revenue for the year 1913-14 Spirits, 
cigarettes, and tobacco yielded 76 pci cent of the total excise 
revenue m 1926-26 Excises are not of any great importance 
as a source of revenue in the Union as income tax, the excess 
profits tax of gold mines and gold-mining leases were m 1933-34 
62 per cent of the Union’s taxation 

In India excise duties are derived from the manufactiue and 
'' sale of spirits, hemp, drugs, opium, matches, and salt, although 
the salt tax is administered independently of excise Opium 
and salt are government monopolies There is as yet no 
excise duty on tobacco grown or manufactured m the country, 
nor on betel (pansupan), which is chewed by all classes of the 
population Smce the mtroduction of the Constitution of 1919, 
excise other than salt is a provincial soiuce of revenue, while salt 
itself Vias wholly a central head, but under the Government of 
India Act, 1936, salt and other federal excises may be assigned 
m whole or m part to the Umts ^ Opium is to all intents and pur- 
poses no longer a source of revenue, because it was decided, at very 
considerable loss to Indian revenues, to restrict the cultivation and 
export of opium, Chma undertalong to curtail its production as 
well as its imports It is doubtful whether Chma has fulfilled her 
agreement m regard to this The anti-opium crusade was led m the 
Umted Kmgdom by those to whom Sir John Strachey applied the 
words of Condorcet, “the ignorant enthusiast is the most terrible 
of ferocious beasts ” (“ I’enthousiaste ignorant e^ la plus terrible 
desbetes fdroces ”) The excise duty on spirits is of long standmg, 

and inherited, like the salt revenue, from the days of pre-British 
rule References to mtoxicatmg liquors are found m the Maha- 
bharata and the Eamayana, and the British Admuustration got 
from its predecessors a system of farmmg, the right of manu- 
factme and sale bemg given to the highest bidder The general 
pohcy m recent years has been to adjust rates and methods to 
check the practice of excessive dr ink , and at the same tune to 
1 26 & 26 Goo V , § 140 
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safeguard revenue without encouraging ilhcit manuiacture In 
India country spirit, the produce of the distilleries, is the mam 
source of revenue, yielding one-third of the total receipts tom 
the sale of liquor In the Madras Presidency alone fresh toddy 
from the coconut palm 3Tields more than country spirit The 
system m force is known as the contract distillery system, under 
which the manufacture of spirit for specified supply areas, deter- 
mmed accordmg to convenience, is disposed of by tendei for a 
defimte period In the most advanced provmce of India — the 
Bombay Presidency — a system of ratiomng coupled with Govern- 
ment management of certam large distilleries has been mtroduced 
smce 1922 Prohibition is gammg ground m the reformed 
Councils, and it is only finance that stands m the way The 
Excise Committee ^ of the Bombay Presidency issued its report 
m 1924, and advocated gradual prohibition — the Bs 3 crores of 
revenue from excise to be made up from a succession duty which 
it estimated would yield Rs 50 lakhs annually , a totalisator tax 
(Rs 20 lakhs), the taxation of “ futures ”(Rs 50 lakhs), anmcrease 
ot the local fund cess (Rs 30 lakhs) , a tobacco tax (Rs 5 lakhs) , 
an employee tax (Rs 40 lakhs) , a transit tax (Rs 20 lakhs) , and 
a termmal tax (Rs 60 lalchs) The Committee thought that the 
natural growth of revenue would make up the difference between 
Rs 3 mores and the sum-total of the above This, however, was 
not given effect to, and this pohcy has not been successful smce 
prohibition is impossible* In the attempt at this pohcy consider- 
able revenue has been lost to the Government as the provincial 
revenues were yielding leas than was otherwise possible Drugs,“ 
which also brmg in revenue, are controlled Of these, charas has 
been prohibited in the Bombay Presidency, excluding Smd, smce 
1922^ 

■^Salt, which Homer calls “ divme ”, and Plato a substance 
dear to the gods, has been taxed from very early times, just as m 
the Roman Imperial times “ salary ” represented the allowance 
of salt made to officers and men m the Roman Army and which 
was afterwards converted mto a money payment In India, as the 

1 Report of the Excise Committee appointed hy the Government of Bombay, 
1922-23 (Bombay Government Central Press, 1924) 

“ I e ganja (flowery tops of the cultivated female hemp plant), oharas 
(resmous matter which forms an active drug when oollected separately), and 
bhang (dned leaves of the hemp plant, whether male or female, cultivated or 
uncultivated) 
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population IS largely vegetanan, and therefore requiring salt to an 
extent not requu^ed by meat-eating and milk-diinking people, 
salt 13 of importance The consumption per head, accordmg to 
family budgets collected by the Labour Office of the Government 
of Bombay, comes to 12 lb per annum The incidence of the tax 
13 hght The average 20 years ago was only 4 9 annas per head 
of population, while m 1923-24 it was 57 ^ annas The recent 
reduction from Bs 2-8-0 m 1923-24 to Rs 1-4-0 m 1924-25 has 
biought down the mcidence per head Accordmg to the Fmance 
Mmister m his Budget speech m the Legislative Assembly, 1924, 
the mcrease m the salt duty to Rs 2-8-0 did not pioduce any 
decrease m consumption At the present time most of the salt 
produced is manulactured under direct Government agency, and 
the lemamder under a system of licences issued to contractors 
There is a considerable amoimt of salt imported mto Bengal and 
Burma from Europe and Aden, where, owing to the difficulty of 
manufacturmg salt m the damp climate of Bengal and the large 
volume of fiesh water poured by the Ganges and the Brahmaputra 
mto the Bay of Bengal, manufacture is difficult ^ Preventive 
establishments are mamtamed to restrict illicit traffic Until 
1st April 1924 salt and excise formed one Department, although 
salt IS a central and excise a provincial head of revenue Excise 
is a transferred sub]ect under the reforms of 1919, and the result 
of the amalgamation was a weakenmg of the control of the Mmister 
m charge of the Excise Department and afso the depiivation of the 
Legislative Council of its statutory right of checkmg m detail the 
expenditure of the Department In order to avoid disagreement 
between the Honourable Member of the Executive Council respons- 
ible for salt and the Honourable Mmister responsible for excise, the 
two Departments were de-amalgamated, with effect from Ist April 
1924 Salt IS, as we have seen, a central head of revenue ® 

The cotton excise duty dated from 1894 In December of that 
year, when the financial situation made it imperative to place 
import duties both on piece-goods and yarn to the extent of 6 
per cent, an excise duty of the same amount was placed on the 
Indian yarn of counts above 20s The Fmance Mmister, Su James 

1 Baaed on revised estimates 

“ Salt is also used m place of ballast for ships coming to Calcutta for exports 
of jnte, tea, nee, etc 

“ But cf Section 140 Government of India Act, 19TO ivheie the whole or 
any part of the net proceeds may he distributed among the Units 
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Westland, explained m introducing the Excise Duty BiU, that 
the policy underlying its provisions had been imposed on the 
Government of India by the Secretary of State m pursuance of a 
Resolution of the House of Commons In 1896 the import duty 
on cotton piece-goods was lowered to 3^ per cent and an excise 
duty at the same rate was placed on Indian-made cloth Cotton 
yarn was admitted free of duty and no countervailmg excise 


Items 

Excise 

Revenue, 

Re 000 

1933 31 

Percentage 
to Total Tax 
Revenue 

Excise — 



Licence and distiUery fees and duties for the 



sale of liquor 

1061,62 

31 8 

Gam on sale proceeds on excise opium 

266,91: 

78 

Duty on hemp and other drugs 

168 86 

48 

hLscellaneous 

49,24 

16 

Salt— 



Excise duty on salt manu{aotured locally 

665,04 

17 1 

Duty on irapoited spit 

282,12 

86 

Sale of Government salt 

46,34 

1 4 

llisoellanoous 

13,42 

04 

Opium — 



Sale of opium 

114,94 

36 

Cost price of opium sold to the Excise Depart 




42,77 

1 3 

Miscellaneous 

1 26 


Olliers— 



Excise duty on motoi spijit 

442,79 

13 4 

Excise duty on keiosene 

280,68 

85 

Misoellaiveous 

63 



3305,46 

100 0 


duty on Indian -made yarn was accordmgly imposed The 
excise duty remains at this level, although the import duty tor 
cloth was raised to per cent ad valorem m 1917, and to 11 per 
cent ad valorem m 1921 In 1922 cotton yarn, which had smce 
1896 been free, was subjected to an import duty of 6 per cent 
ad valo7 em The cotton excise duty was always regarded with dis- 
favour because of its history It was noted that there was no duty 
existmg on jute manufactures, although horn the point of view of 
the mcidence of the tax this could have been perhaps justified to a 
greater degree than the cotton excise duty The duty was sus- 
pended from 1st December 1925 and subsequently abolished 

VOL II L 
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4 Excise duties in France may be grouped under two beads, 
those produced under monopoly conditions (imdoubtedly a form 
of taxation) and those taxed as ordmary excise duties To the 
former class belong tobacco, matches, and gunpowder, and to 
the latter sugar, salt, drmks, petroleum, the consumption of gas 
oil, benzol and benzine, and miscellaneous articles such as medi- 
cines, candles, passenger tialBc, and playing-cards The figures 
are as follows 



Tobacco 3986 

Matches, etc 262 

Gunpowder 166 

Sugar products and Saocbarmo 1136 

Salt 12b 

Mineral Waters, etr 2684 

Jbsoellaneous 276 


8025 

Other mdirect taxes, which hardly can be classified as excise, 
are dealt with below It is perhaps advantageous to lefer 
briefly to these taxes The tobacco monopoly produced, it will 
be seen, very considerable revenue, mcoinpaiably greater than 
that relatmg to matches and gunpowder Of the excise duties 
other than monopolies those on beveiages such as wme, beer, 
cider, perry (pear cider), mead, alcohol, and mineral waters 
and sugar are of importance, and the miscellaneous group, 
such as pharmaceutical prepaiations, candles, cycles, passenger 
traffic, playmg- cards, is not mconsideiable Salt produced 
only 167 mJhon francs m the year 1934 Owing to exemp- 
tions to persons and local discriminations, and also to other 
defects m administration, these duties were abandoned duxmg 
the Revolution The salt tax, for example, was abolished m 
March 1790, but restored m 1806 without bemg any longer a 
monopoly and without the old mequahties between the various 
provmces m France The excise duty on liquors was re- 
established m 1804, an^. six years later the State monopoly of 
tobacco was also re-eatabhshed The salt duty or gabelle can 
be traced as far back as 1286, and Charles V made it a permanent 
source of revenue The fact that it was made obligatory on 
every mdividual to purchase weekly salt at a fixied price made 
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the tax an mconvenient and unpopular one From 1342 a 
State monopoly was begun by establishmg storehouses i:gi each 
provmce where the producer was compelled to store the salt 
on pam of confiscation The State paid the producer and sold 
the salt at a higher rate to retailers In one group of provinces 
it was heavy, in another it was less heavy, and m others it was 
redeemed or no tax was levied at all Some of these taxes, such 
as those on drmks, i e on spirits and beer, are taxes at the pomt 
of manufacture, as m England Other taxes, however, are levied 
so hghtly that it is questionable whether they could not be 
replaced by better taxes The French excise taxes not only 
contribute to the State but also to local finances, and those on 
drmks, tobacco, and sugar are well admmistered Other taxes 
of the nature of octrois are dealt with m a subsequent paragraph 
5 In Italy there aie monopolies on tobacco, salt, pubhc 
lotteiies, qumine, matches, automatic hghteis, and cigarette 
papei, in addition to excise duties The manufactiue of matches 
is entrusted to a merger under State control The tax is paid 
through stamps placed on the packages The tobacco monopoly 
is a very profitable one, amountmg to 2495 mdhon hre m 1933-34, 
as compared with 321 milhon hie from salt, 619 miUion lire from 
lotteries, and 122 million lire from matches and automatic hghters 
The excise duties are mainly from spirits, beer, mineial oils, sugar, 
gunpowder and other e^xplosives, coffee and chicory substitutes, 
filament and aic lamps, glucose, seed oils and acetic acid By 
the law of Octobei 1925, a five pei cent share of the proceeds 
fiom sales of tobacco products w ithm the Kmgdom is received 
by mumcipalities Since 1928, monopolies are worked by an 
autonomous body and then budget forms an appendix to the 
general budget From the same year also proceeds from the 
tobacco and salt monopoly are classified into two groups vis 
(1) mdustrial oi commercial revenue and (2) tax revenue For 
taxation purposes costs of production m the case of tobacco are 
estimated at 21 per cent of the gross income, and the income thus 
at 79 per cent for salt, the percentages are respectively 20 and 80 
There is m addition a system by which Jthe State obtains revenue 
from octroi The State giants to the communes one-tenth of the 
proceeds of the tax on mcomes as compensation for communal 
revenues made over to the State by various laws A criticism 
may be made of the comparative heavmess of this tax from a 
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population even as poor as the Italian is said to be But there 
are circumstances which preclude the collection of high duties like 
those on spirits m the Umted Kmgdom In short, we come back 
to the theory explamed m a previous chapter, that local circum- 
stances have to be taken mto consideration in the selection of the 
commodities, as well as the taxes to be levied on those com- 
modities, in any excise system In Spam and other countries 
monopolies aie still m use and bring m considerable amounts of 
revenue In Federal Germany the mam indirect taxes are of an 
excise nature on tobacco, beer, wmes, and a somewhat lucrative 
tax on coal , but this does not mcliide all the taxation, as State 
revenues are not mcluded in these figures The salt monopoly, 
which was changed m 1867 mto a tax on the article, is still 
retamed There is also a sugar duty In other countries of 
contmental Europe drink duties and those on tobacco and sugar 
are the mam source of excise There is a tendency for greater 
uniformity than formerly, as the financial experts of various 
countries watch the duties levied with considerable interest In 
Japan the mam excise duties are those on liquors, soy, sugar, the 
consumption tax on kerosene oil — % e upon persons talang 
delivery of kerosene oil from factories, custom-house compounds, 
bonded warehouses, custom depots, oi places where the storage 
of foreign goods is permitted by law — the tax on patent medicines 
and textiles, a consumption tax already referred to, together with 
the travellmg tax on passengers by steam 'trams, electric cars, and 
steamboats accoiding to the distance travelled and accordmg to 
the class ^ 

6 In China the mam excise tax is the salt gabelle The tax, 
indeed, is very old It is said that the salt monopoly was created 
by Kuan Tsi, the Prime Mmistei of Tsi State (now the Shan-tung 
province) duimg the Eastern Chow dynasty 770-^249 b c ^ Since 
then the salt monopoly has contmued to be one of the most im- 
portant sources of public revenues in China Up to 1913 the tax 
was admimstered m a most mefficient way and a great deal of 
smugglmg took place The lates varied from provmce to pro- 
vmce Thus, for example, the rate ivas only |0 7 per 100 cutties 
of salt m the three eastern piovmces, while m Ao-yan of Huai-nan 
it was as high as $5 1 for the same quantity The average yield 

^ Cf The Systeia of Taxation in China in ike Taing Dynasty 164-4—1911, by 
Shao Kwan Chen, Ph D , New York, Columbia University, 1914, p 79 
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fiom tkis source for tLe twenty years preceding 1913 was 
approximately $17,000,000 The ivhole system was completely 
reorganized in 1913, and the principle of uniform taxation at the 
souice or the imposition of a smgle direct salt duty in the pro- 
ducing districts was definitely adopted by the Chinese Govern- 
ment Since then the tax has shown remarkable progress In 
1916, three years after its reorganisation, it yielded about 
$71,000,000, 01 more than fom times what it produced in 1913 
The estimated revenue foi the year 1932-33 from the salt gabeUe 
was $152,000,000 or about one-fourth of the total tax revenue, and 
this was next to customs which produced $310,000,000 Wme, 
tobacco, and stamp taxes yielded m the same yeai $22,000,000 , 
mining taxes, $989,000 , and rolled tobacco and other con- 
solidated taxes, $82,000,000 Salt taxation is thus much more 
than all these other mternal taxes combmed 

7 A reference has already been made to Japan It remams 
to summarise briefly the mam excise duties at present in force 
The revenue for the year 1933-34 was approximately as follows 

Sake (liquors, etc ) 

Pruhts of Monopolies 
Sugar 

Textile Fabrics 
Table Wateis 


These duties far exceed the levenue obtamed from customs, as 
the customs duties ^ are framed on a protectionist basis The 
tax on liquors is a tax imposed upon persons brewmg sake, 
beer, and alcohol, and alcoholic liquors No tax is levied upon 
wme or other alcoholic liquors made from frmts of all kmds 
The revenue from monopoly is based on the Tobacco Monopoly 
Law of 1904 Government controls both the manufacture and 
the sale of tobacco The cultivation of leaf tobacco is allowed 
to private mdividuals under permission of Government, and the 
leaf gathered by them is taken over by Government, smtable 
compensation bemg paid therefor, accordmg to the quality of 
the leaf The leaf is then manufactmed at a Government 
1 Customs duties were yen 114 millions only m 1933-34 


(Yen millions) I’erccntige 
208 9 43 

179 3 36 

72 5 15 

29 4 6 

32 1 

493 3 100 
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Factoxy and sold at fixed prices by licensed dealers Foreign 
tobacco cannot be imported except by Goveinment or peisons 
appomted by tbe Government for that purpose Similarly 
tobacco can be exported only undei bcence Nearly fifty years 
ago tobacco regulations were issued m Japan, and tbe piesent 
system has developed mainly since the date of the abolition of the 
tax in 1898 The Salt Monopoly Law, Idee many other financial 
measures of the Government of Japan, was introduced aftei the 
war with Russia when the necessity foi incieased levenue was 
pressmg Salt is manufactuied only by persons licensed by 
Government, which buys the article from them at fixed prices 
accordmg to its quahty Government sell the salt to licensed 
dealers Foreign and Formosa salt cannot be imported except 
by Government or a person appomted for the purpose by Govern- 
ment For the purpose of export salt can be exported by any 
person Salt required for mdustiy, agriculture, minmg, or 
fisheries receives special treatment by bemg sold at reduced 
prices Since 1918 the policy of profit-makmg has been aban- 
doned m regard to salt, and the monopoly is now so managed as 
to cover expenditure and nothmg more Under the Camphor 
Monopoly Law, which dates from 1903, the manufacture of 
crude camphor and camphor oil is permitted only to persons 
licensed by Government, and Government takes over the article 
by pajung suitable compensation accordmg to quahty Crude 
camphor or camphor oil is sold by GoWnment to refiners at 
fixed prices A large amount of the Japanese camphor is 
consumed m the home market, and the produce of Formosa is 
exported mainly to Europe and America Sugar excise, which 
dates from 1901, is imposed on sugar molasses and syrups 
removed for the purposes of domestic consumption from 
factories, custom houses, and bonded warehouses The Textile 
Tax, which dates from 1905, is levied at the rate of 10 per cent 
upon textile goods for domestic consumption taken from factories, 
custom houses, and bonded warehouses In April 1926 the tax 
on cotton fabrics was discontmued The travelling tax is similar 
to the travellmg tax m England, and dates from 1905 It is 
imposed upon passengers by steam trams, electric cars, and 
steamboats 

~^8 The system of excise duties, known as octroi, should bo 
considered m any discussion on excise taxation, as octroi taxes are 
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co'^ected on various articles brought into districts for consumption, 
and exist to-day mainly m France, Spam, Portugal, and in 
some tovms in Austria and in North-Western India In Great 
Britam, Holland, United States, and other countries the system 
of octroi taxation has been umversally condemned and does not 
exist, as it is held to impede, as Adam Smith was never tired 
of showing, the trade between town and county, and at the same 
time it imposes considerable burdens on urban mdustnes and 
consumers Not only do octrois interfere with mternal trade 
but the cost of collection is very high Necessity, however, knows 
no law, and the system has been retained in some countries on 
this account In the history of early boroughs m Great Britam 
goods going to market or passmg through boroughs paid toU, a 
practice which exists m certam Continental countries to-day in a 
decreasing degree But the system of taxmg goods in this manner 
does not exist m Great Britain Article I section 10, of the Con- 
stitution of the Umted States of America prescribes that “ no 
State shall, without the consent of the Congress, lay any imposts 
or duties on imports or exports, except what may be absolutely 
necessary for executing its inspection laws , and the net produce 
of aU duties and imposts, laid by any State on imports or exports, 
shall be for the use of the Treasury of the Umted States , and 
aU such laws shall be subject to the revision and control of the 
Congress ” These octroi duties may be traced back to Roman 
times where cities wetfe allowed to levy the poilonum, a tax on 
the entry from or departure to a provmce They were levied on 
wine and certain articles of food The Romans introduced the 
taxes after the invasion of Gaul, and these remamed aftei the 
invasion of the Franks under the name of tonheux and cotUumes 
These octrois or grants were from the fourteenth century onwards 
granted to French towns by the king In 1647 Cardinal Mazarm 
ordered that the proceeds of the octroi should be paid into the 
pubhc Treasury, and at other times the Government claimed a 
percentage of the product During the Revolution the octroi 
was abohshed, owing to the abuses that had arisen, but, as the 
mumoipahties could not cairy on without funds. Pans m 1798 
was allowed to re-establish this form tff taxation By the law of 
1809 octroi duties were allowed on (1) beverages and hquids, 
(2) eatables, (3) fuel, (4) forage, and (5) buildmg materials 
More than half the octrois were collected under the system of 
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7Sgie simple, ^ e by means of special officers under the directions 
of the 7i)aire The system by which a department of the Treasury 
collects the duties is also becoming more frequent Farming of 
the duties and the system of sharing profits above a given sum 
with the mumcipality are now deereasing From time to time 
proposals have been made to abolish octroi duties m France, but 
onl> half-heartedly, as in 1869 More recently Fi an ce has adopted 
a policy of gradual suppression In 1918 the national Govern- 
ment compensated the communes on the abohtion of octrois on 
bevel ages from a special fund from national sources — contribu- 
tions tndvectes In 1930 968 communes still collected octrois 
amounting to 964 million fiancs, or 11 per cent of the total local 
taxes of France But in Spam octrois are still a chief source of 
local revenues, being next in importance to (1) the supplements 
to national taxes and (2) the shaie m national taxes In 1871 
octrois weie entirely abolished in Belgium In 1903 they were 
also abolished iii Egypt, and m India the tendency is to do away 
with these taxes, terminal taxes on railways and dnect taxation 
taking their place They were piohibited in Holland and, as in 
Belgium, were replaced by cbrect grants to local bodies by the 
national Government In Italy under the Italian tax code 
octrois were abolished from 1932, the national Government 
paying as compensation the salaries of judicial officeis and school 
teachers, hitheito paid by local authorities The prmciple under- 
lymg the abolition of octiois in these countries is the same They 
are excise duties which interfeie with federal or State taxation 
of the same character and are generally defective when collected 
by local authorities 
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OTHER INDIRECT TAXES AND FEES 

Scope 

1 “ There is no art ”, says Adam Smith, “ which one Govern- 
ment sooner learns of another, than that of drainmg money from 
the pockets of the people ” ^ In recent years miscellaneous 
taxes have increased in number and in productivity, and a dis- 
covery in one country of a productive indirect tax has led to its 
adoption m another in a surprisingly short time The more 
important of these other indirect taxes and fees are stamp and 
registration duties, including Stock Exchange taxes and the taxa- 
tion of betting and amusements It will be remembered from the 
definition of duect and mchrect taxation * that these are mainly 
examples of indirect taxes, and some of these are usually classi- 
fied with excises, for example, the amusements tax Them 
importance, especially m the War and m the post-armistice 
period, has not been inconsiderable In India stamp duties and 
registration are at the present time 9 8 per cent of the total 
tax revenue, and m France 6 9 per cent In South Africa the 
percentage is 3 4 and m Great Britam 3 2 Stamps and registra- 
tion are usually grouped together, but m India and not a few 
other countiies they are not combined The revenue from 
stamps should not be confused with the revenue from postage 
stamps, which is usually ciedited to Posts and Telegraphs, a share 
sometimes of receipts from penny stamps being credited to stamps 
m view of the fact that adhesive stamps are permitted for receipts 
and certain other documents Fees are levied in order to defray 
usually a part, m rare cases the whole, of the cost of services done 
’ The Wealth of Nations, Bk V oh ii part u appendix to artidea 1 and 2 
{Cannan ed vol u p 346) 

* Chapter XIII 
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m the public interest and conferrmg some degree of advantage 
on the fee payer They may be divided mto judicial, commercial, 
and other fees In addition to taxes referred to above, theie are 
quasi-taxes, such as the issue of paper money vluch may be used 
either directly or indiiectly as currency mflation to raise revenue 
The printing of paper money is a form of enterprise which leads 
to disastrous efhects on production The experience of Germany 
in 1923 Avas that mflation resulted in favoui of business men 
at the expense of those on fixed money incomes and also wage 
earners It is, m short, a regressive tax Before long the con- 
hdence of the whole community becomes lost m the future value 
of its currency, as was so well illustrated in the flight from the 
mark A fall takes place in the internal and external value of 
the currency ^ 


Stamp Duties and Fees 

2 Stamp duties include in the British tax system duties on 
stocks, shares, debentures, on land and property other than 
stocks and shares, on cheques and bills of exchange and pro- 
missoiy notes, on receipts, and on compames’ share capital 
They are the oldest of the taxes admmistered by the Commis- 
sioners of Inland Kevenue They differ from other taxes in that 
they themselves do not form separate systems of taxes but repre- 
sent rather a separate method of collecting different taxes Vari- 
ous taxes havmg no relation with one another can be collected by 
means of stamps We have seen that the turnover tax in Belgium, 
the excise tax on cigarettes in the Umon of South Africa, and the 
entertainment tax m some countries have nothing in common ex- 

1 Cf “Inflation as a Method of Taxation” (th u Keynes’s Ttact on 
Monetary Reform, Macmillan, 1923) It is to be noted that “ the burden of 
the tax 13 well spread, cannot be evaded, costs nothing to coUeot, and falls, in 
a rough sorb of way, in proportion to the wealth of the victim No wonder its 
superficial advantages have attracted Ministers of Einanoe What is 
raised by pimting notes is just as much taken from the pubho as is a beer 
duty or an income tax What a Government spends the pubho pay for 
There is no such tlnng as an uncovered deficit But in some countries it seems 
possible to please and content the public, for a time at least, by giving them, 
in return for the taxes they pay, finely engraved aoknowledgements on water 
marked paper The moome^tax receipts, nluoh we m England receive fiom 
the Surveyor, we throw mto the iiastepaper basket, in Germany they call 
them bank notes and put them into their pocket books m Eranoo they 
are termed Eentes and are looked up m the family safe ” {op oil pp 43 
and 62) This referred to postwar inflations about the time when the author 
referred to wrote his Tract The underlymg principle is important 
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cep t that they are collected by means of stamps Stamp duties 
are paid by means of adhesive revenue of the required value 
affixed to the document or by means of embossed or impressed 
stamps They may convemently be classed under two heads — 
judicial and non-judicial The former are moie in the nature of 
fees by which a return is received by the payer m the form of 
services rendered by the Courts or otherwise In the case of non- 
judicial stamp duties stamps are affixed on written documents 
which are evidence of the legal rights involved No direct return 
IS received, and as such it is possible m certain cases for the parties 
to evade the tax as m the case of the duty on receipts in the 
British system From 1783 to 1863 there was a graduated duty 
on receipts Mr Gladstone introduced the fixed penny duty and 
the repeal resulted m a larger yield The tax until that date was 
very moonvement and had been evaded to a very large degree 
Sundarly in India In the case of a sale deed for Rs 1100 the 
parties might make a formal agreement for Rs 1000 thus paymg 
Es 10 as the stamp duty, and the excess amount of Rs 100 may be 
paid by the buyer without mentioning it m the deed, and thus 
savmg Rs 6 on duty as Rs 16 would have to be paid for Rs 1100 
Receipts too are frequently given without the aifixmg of stamps 
In some cases the parties cannot dispense with the written evid- 
ence as, for example, in the case of insurance pohcies It should, 
however, be remembered that the aifixmg of the necessary stamps 
to the document does not warrant its legality , it merely makes it 
possible for the legahty to be examined Sometimes the dutiable 
mstruments are classified mto three groups (1) Instruments de- 
notmg the creation of contractual rights such as bills of exchange 
and contracts m regard to insurance , (2) Instruments denotmg the 
ti ansfer of pr op erty or the creation of rights m property, such as mort- 
gage deeds and the transfer of securities , (3) Instruments denotmg 
the giant of privileges, such as grants of peerage and knighthoods 
The mcidence of the tax depends on the object of the trans- 
action which is taxed Stamp duties have been condemned by 
economists on the ground that they often fall on the wiong person 
and are not capable of bemg graduated accordmg to ability 
Adam Smith spoke of the taxes on the tiansfer of piopeity as 
“ more or less unthrifty taxes ” “ Such taxes ”, he adds, 

“ even when they are proportioned to the value of the property 
transferred are stdl unequal , the frequency of transference not 
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being always equal ui property of equal value ” He realised that 
they were not arbitrary but perfectly cleai and certain Mill 
objected to the tax on the purchase and sale of land which always 
fell upon a sellei who was obliged to sell it for reasons of 
convenience or necessity, and they were “ciuel and oppres- 
sive ” The conieyance duty adds to the expense of company 
formation where laige assets are taken over An administiative 
concession in Great Britain is gianted ivheie a leconstructed com- 
pany IS formed to take ovei the existing company, and where the 
shares m the new company are the same, the shareholders hold 
shares and in the same proportion as those m the existmg com- 
pany The incidence of the duty on the conveyance of land 
cannot be laid down with precision, because when this tax is im- 
posed and the first sale takes place the purchaser will be mclmed 
to give a lower price for the property It tends, m so far as it is 
a recurrent habihty, to fall on landowners As the Colwyn Com- 
mittee on National Debt and Taxation ^ lightly pomts out, “All 
that can be said is that the origmal owner may tend to suffer 
most , m land and house property, however, the exact price is 
so largely fixed by mdividual powers of bargammg that it is 
impossible to determine how far it has been affected by the duty, 
or, m other words, what proportion of the duty has really been 
borne by either party ” The incidence of the duty on bearer 
bonds, which are far more common on the Continent than in Great 
Bntam, appears normally to be on the borrower The lender is 
not willing to take the burden of the duty on himself It has 
been pomted out as between the Umted States and Great Britain 
that in the flotation of loans there is a great advantage in regard to 
stamp duties in the case of the Umted States, and that this works 
on account of the tax to the advantage to the Umted States, and 
emphasis has been lard upon the value of foreign'loans as a stimu- 
lant of exports The small amount of the duty, however, is not 
likely to have the effect of turnmg away busmess, and there is no 
evidence m the London money market that it has had this effect 
There are other factors which count far more, such as the ability 
of the market to be able to digest the loan The Colwyn Com- 
mittee quoted Mi A M Samuel, who said, “ Whether harm 
arises m present circumstances from the loss of such busmess is 

1 Report of the Colwyn Committee on National Debt and Taxation (Cmd 
2800, 1927, p 201) 
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doubtful Some of the foreign loans alleged to have been driven 
away from London by high stamp duties were floated m New 
York But it IS said that New York failed to digest the loans 
and that London bought the loans m New Yoik, and brought them 
to London at a cheaper rate than that at which they would have 
been issued m London ” The compames’ capital duty tends to 
fall on the company It is not passed on m prices to the con- 
sumer Smce the duty is a charge on profits the effect falls on 
the shareholders The duty on cheques faUs on the person draw- 
ing the cheque, and is always borne by him unless it can be passed 
on m some busmess transaction The trader is said to pass the 
duty on to the consumer because it enters mto the costs of all 
tradeis The effect of a reduction m the stamp duty on cheques 
is often exaggerated It has been argued that the 2d stamp duty 
in Gieat Britain makes people draw cheques for larger sums than 
they did before the duty was mcieased This may be due to the 
higher puces which have to be paid for most things The Colwyn 
Committee ^ summarised the view generally held on stamp duties 
thus “ The stamp duties are a cause of occasional irritation to 
the citizen and of some recurrent friction in busmess, and particu- 
larly m finance While they aie open to many objections, they 
do not seem m practice to meet with much opposition from the 
general taxpayer and they may be held to illustrate the saymg 
that ‘ an old tax is a good tax ’ Neveitheless, m relation to their 
moderate yield, 'ne aie disposed to think them one of the less 
satisfactory parts of the British tax system ” In France, where 
business is subject to much greater taxation than m Great Bntam, 
there are many stamp duties of this natiue, such as those on sub- 
scriptions to Flench and foreign securities, foreign securities not 
held under subscription agreements, and stock and commodity 
exchanges The psychology of the French and indeed of the 
German taxpayer is different from that of the English, and these 
taxes cannot be said to be regarded uuth disfavour Enghsh 
writers, however, such as Hobson m his Taxation of the New 
State f regard stamp duties as a “ restraint on trade and other 
forms of presumable personal and social utdity They are m 
their final mcidence at the best nothing'but an expensive way of 
tappmg certam bits of mcome which, if left untouched, would 

1 Report of the Cohvyn Committee on National Debt and Taxation (Cmd 
I 2800, 1927) ® Taxation in the New States p 125 
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jneld theii quota to oidinaiy direct taxation, while at their worst 
they are extortions Lorn persons who possess no real ability to 
pay For the most part, they are the cumbersome relics ol a past 
haphazard method of catchpenny improvisation, which has no 
place in any scientific system of finance ” A more correct view 
IS that already stated that, “an old tax is a good tax” 

3 The tax on stamps was introduced from Holland into 
Gieat Biitain in 1694 Seventy years previously the tax had 
been discovered in Holland by a private mdividual in response 
to a proclamation of the States-General ofEermg a prize for the 
invention of a new tax The dnty was first of all a duty on paper 
or parchment which was presented at the Government Stamp 
Office for stampmg There were six different stamps, one of 408 
as a payment for royal grants of land and presentations to ecclesn 
astical benefices There were five smaller stamps of 5s , 2^8 , Is , 
6d , and Id , foi numeious other legal instiuments specified m the 
Act 2 The chaiges weie thus fixed accoidmg to the class of mstiu- 
ment, and to a ceitain extent were a tax on the amount of paper 
used In 1797 the ad valoietn pimciple was introduced except for 
property Until 1808 the tax varied mainly accoidmg to the 
length of the document m the case of property By 1816 ad 
valorem duties became general but the scales were arbitrary, with 
maximum charges for transactions over a specified limit In 1860 
percentage duties weie introduced on bonds, conveyances, mort- 
gages, and settlements In 1853 a penny was fixed as the postage 
on receipts m place of the varymg rate accoidmg to value, namely, 
3d to lOd , and oidmaiy stamps might be used for this purpose 
In 1891 the Consolidatmg Stamp Act, the basis of the present 
stamp legislation, was passed, and it provided for an ad valorem 
duty on (1) transactions regardmg property, bills of exchange and 
promissory notes , (2) penny duties on receipts, cheques, etc , and 
(3) fixed duties on deeds and instruments not mentioned above 
This Consolidatmg Act prescribed penalties such as £10 for the 
non-receipt of a document and the malang void of any agreement 
not stamped It is also the duty of the judicial officers to take 
notice of the absence or insufficiency of duty when an mstiument 
IS tendered before him m evidence Moreover a person duly 

^ J ohn Stuart Mill seems to think that if a tax goes on long enough it ceases 
to bo a tax at all 

“ 6 & 6 William and Mary, o 21 
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appointed to emol oi lecord a document is liable to fine if lie 
enrols or recoids tlie mstrument insufficiently stamped At tbe 
present time the receipt for £2 or upwards is 2 pence, the penalty 
loi not stamping is £10 

It will be seen that some duties are charged on documents 
and -writmgs having a legal operation or forimng necessary steps 
in law-suits These duties are collected by means ol stamps 
impressed on or affixed to the mstruments In addition to these 
there are duties on commercial documents, such as bills of 
exchange and contract notes, companies’ capital duty (which 
amounts to £1 on every £100 of the nommal capital of compames 
or corporations with limited liability and 2s 6d on loan issues 
by local authorities, companies, and corporations on every £100 
secured), msurance, drafts, and receipts Under the Stamp Act 
of 1891, postage adhesive stamps, it may be noted, are permitted 
for bills of exchange, mcludmg cheques, for payment of money on 
demand, certified copies oi extracts from registers of births, 
charter parties, leases of dwelling-houses not exceedmg a year at 
a rental not exceedmg the rate of £10 per annum, or of any 
furnished dwelhng-houses for any defimte term less than a year 
where the rent for such term does not exceed £10, receipts, policies 
of msurance (not hfe nor marine), proxies, and voting-papers In 
the Umted Kmgdom most of the stamp duties are from deeds, the 
amount of revenue bemg 48 per cent of the total stamp duties 
in 1 929-30 Receipts amounted to 1 1 per cent, compames’ capital 
duty to 15 per cent, bills of exchange to 19 pei cent, msurance to 4 
per cent, and others to 3 pei cent The fee stamps proper include 
judicature fee stamps, land registration fees, and othei fee stamps 
foi compames’ registration, district audit, civil sei vices commis- 
sion, and registered houses (Scotland) It is interestmg to notice 
that these stamp duties reflect frequently the state of tiade of 
the country In Great Britain, for example, m 1921-22, as com- 
pared with the previous year, there was a declme from £27 millions 
to £20 millions m stamp duties, of which decrease £ 2 ^ miUions were 
on account of conveyances There weie also decreases in the 
receipts from cheque stamps, bills of lading, and shippmg policies 
owmg to the trade depression of the year In some countries 
stamp duties have not been changed for long periods, notwith- 
standing a considerable change m the level of puces and m the cost 
of the judiciary Fmancial pressure, and also econonnc changes, 
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especially of prices, of a more or less permanent native, liave m 
some countries pioduced a revision Neveitheless thete are some 
who hold that stamps foi judicial acts, unhke those for ordinary 
commeicial instruments, should not be raised unduly % In a well- 
known passage Jeremy Bentham writes of “ attacks upon security 
committed through ignorance, madvertence, or false reasons ”, 
and he mcludes among them taxes upon law proceedmgs He 
says that “ they mdude all kinds of attacks upon security, smce 
they are eqiuvalent to lefusmg the protection of the law to all 
those who cannot pay for it They consequently offer a hope of 
impumty to crime It is only necessary to choose as objects of 
mjustice mdmduals who cannot afford the advances necessary 
to a judicial prosecution, or who are not rich enough to run the 
risk ” 1 This remmda one of the well-known saying m the Santi 
Parvam of the Mahabhai ata that “ the long should act hke the 
leech talang blood mildly He should treat his subjects hke a 
tigiess cairymg her cubs, touclung them with her teeth, but 
never cutting them therewith ” ^ A tax on legal proc^feS'may be 
a hmdrance to the use of the courts, but it must be remembered 
that taxation of Acts is a suboidmate one m the tax ^stem of 
most modern countries 0 

In imposing stamp duties it is necessaiy to seqj^®'^ 
should not be so excessive as to retard business or to cause 
evasion If the duty on receipts, for example, is vej^j high the 
payer may rely on the ciedit of the payee and the payment of 
the duty required by law may be evaded It has generally been 
agreed that the rates of stamp duty should be fixed m accordance 
with (1) The pomt at which the value of the convemence or 
utdity attaching to the use of a particular kmd of document oi 
resort to a particular kmd of transaction approaches the amount 
of the stamp duty involved , (2) The pomt of dimmishmg returns, 
01 , in other words, what the traf&c will bear , (3) The point at 
which hardship on any class of the community is mvolved 

Taxation of Betting ^ 

4 Another group of indirect taxes mcludes those concerned 
with lotteries and bettmg In the past States raised money 

1 Bentham, Theory of Legislation, p 140 (London, Trubnor & Co ) 

” Chapters Ixxxviu and cxxix Santi Parvam 
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through the taxation of lotteries, and even built churches with 
the proceeds St John’s Cathedral m Calcutta was the result of 
this, and not a few town halls owe their origm to this form 
of taxation To-day Governments, such as the Government of 
Italy, are controlling such forms of gamblmg by means of taxa- 
tion In connection with pubhc loans, a reference wdl be made 
to State lotteries, especially those which prevailed m England 
between 1 694 and 1826 Here we are concerned with the taxation 
of private lotteries and not with State lottery loans Lotteries 
like the well-known Calcutta Sweepstake, which freq^uently 
awarded prizes of ovei £60,000, certainly are fit subjects for 
taxation, just as the taxation of bettmg The attitude towards 
the taxation of bettmg has changed remarkably m recent years, 
especially in the self-governing Dominions It is realised that, 
although bettmg may be a fool’s game, still taxation is both 
practicable and desirable By no twist of the imagmation can it 
be held that by bemg taxed and made lawful betting will be 
further encouraged As in the case of drink, it is somewhat 
likely to be checked than further promoted by regulation, and 
certamly taxation would diimnish the malpractices associated 
with it A wrong thing is not encouraged by diminishing the 
money piofits fiom its practice The real question befoie the 
financier, and mdeed the only question, is whether the piobable 
contribution to the Budget is sufficiently substantial to make the 
tax worth while The gambler on the Stock Exchange contributes 
m many countries by stamps on his contracts his share of taxation 
to the State Stock Exchange transactions are taxed only when 
States see that it is worth their while The taxation of bettmg, 
although m the natiue of luxury taxation, does not deserve to be 
included under the group fancy taxes An ex-Lord Chancellor, 
speaking m the House of Lords m March 1924, remarked that 
“ to say it was a shoclcmg thmg to legabse bettmg was merely 
to show the depths of hypocrisy m which we were livmg m regard 
to matters of this kmd Was it not legahsmg bettmg to charge 
income tax upon the bookmakers’ profits, or for the Post Office 
to say they held themselves m readmess to transfer the bets from 
the man who made them to the man 'who had the office for 
bettmg '2 The whole argument was the most arrant hypocrisy ” 
The method of efiectmg the taxation of horse-racing, football, and 
siimlar matches, where bettmg does take place, has been thought 



682 


THE SCIENCE OE PUBLIC FINANCE 


out carefully, especially m Australia Tlie Federal Government 
collects a tax on tickets tor admission, except those issued at a 
very low figure This, however, belongs to an amusement tax 
The state Governments levy a tax on betting tickets which aie 
stamped, the highest stamp bemg usually 3d in New South Wales 
and Victoria, the rates of tax bemg lower m suburban areas The 
tax department issues the tickets already stamped, so that the 
bookmaker wanting any number can have them on application 
In New South Wales the practice is for the bookmaker to send his 
tickets, already pimted, to the stamp office, and to have them 
stamped by Government agency In Victoria Government prmts 
the tickets to safeguard agamst fraud, and the tickets are 
numbered In addition to a tax on betting-tickets, there is a 
special tax levied as a hcence on bookmakers, amounting to a 
maximum of £60 in Victoria and £70 m New South Wales In 
addition to these theie is a tax on the totahsator betting InNew 
South Wales racecourse bettmg with the totahsator reached over 
£600,000 m 1921-22 If it be remembered that the population of 
the state is two rmlhons and that the highest tax is 3d , an idea 
can be formed of how productive such a tax can be In Great 
Bntam a considered scheme was put forward by the Board of 
Customs and Excise, and published m 1924 m the Eeport of the 
Select Committee appomted to consider the question of imposing 
a duty on bettmg ^ This scheme proposed not only to register 
and hcense all bookmakers and their premises, and lay the 
responsibihty for paymg the duty on the bookmakers, but to 
legahse ready-money betting and place 2^ per cent duty on all 
amounts staked as bets The details of the scheme were as 
follows (1) to levy an ad valotem duty on all the amounts staked 
as bets with professional bookmakers, the bookmaker to be 
responsible for the payment of the duty, and heavy penalties to 
be imposed on bookmakers actmg without a hcence , (2) to make 
cash bettmg off racecourses legal on condition that it takes place 
m registered bettmg-houses, aU bettmg-houses, even those where 
credit bettmg only is earned on, to be registered , (3) the amount 
of duty charged for registration of a bettmg-office to be £20 
annually, and the machmery for the collection of the tax to be 
on the model of that of excise, which would require the hcensmg 
of bookmakers and the registration of their premises The 
1 No 139 
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metEod of collecting tlie duty was to be as follows “ Eor ready- 
money bettmg tbc Government would issue at the Post Office 
and at the Board of Castoms and Excise, and on racecourses 
books of tickets containing a number on which the duty amounts 
to a round sum For example, a book would contam say 100 
tickets for Is bets at a cost of 2& 6d (i e per cent on £5), or 
100 tickets for 2s bets at the cost of bs (i e 2^ per cent on £10) 
Simdarly a book of 60 tickets for £1 bets would cost 26s or 
2| per cent on £50 The tickets would be difterently coloured for 
each denommation of bet, numbered consecutively, and stamped 
or not, as thought desuable The bookmaker would issue to the 
backer a ticket for the amount staked Thus the tax would be 
collected automatically Tn the case of credit bettmg the Board 
of Customs and Excise would arrange to collect from the book- 
maker the tax due as shown by his books on weekly or monthly 
returns, if he was m a position to give adequate security to the 
Crown for payment of the duty Eaihng this, a Government 
ticket would have to be given for each credit bet m practice 
this would hardly ever occur” Strong provisions to prevent 
evasion of the taxation or fraud were to be mserted m the Act 
The cancellation of registration would be the strongest piotection 
for the revenue m the case of office bookmakers, and forfeiture of 
hcence in the case of evasion by lacecourse bookmakers 

The bettmg tax was fiist levied m Great Biitam in 1926 
Accoidmg to the Act an annual duty of £10 was imposed on the 
registration of each set of piemises used by a boolonaker for 
leceivmg bets on oiedit, and a duty of the same amount was 
charged for ceitiflcates required to be taken out by the book- 
makers Relief was granted in respect of bets laid off oi made 
void for any reason On and after 1st November 1926 bettmg 
duty was payable on every bet made with a bookmaker at a late 
of 3} per cent of the amount staked The late was 2 per cent m 
the case of hoise-racmg bets A revenue ticket denotmg that the 
duty has been paid was to be issued by the bookmaker to the 
backer at the time of making bets This could be dispensed with 
by the bookmakers by airangmg with the Qommissioneis of Inla nd 
Revenue to fuimsh letmns of bets made with him The lates 
were leduced to 2 per cent and 1 pei cent respectively by the 
Finance Act of 1928 These duties, mcludmg the ti.nnna.1 duty of 
£10 on entry certificates weie lepeated, and m its place a duty of 
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£40 oa eacli telephone used hy the bookmaker and ^ pei cent duty 
on stakes laid with a totalisatoi The receipts from this source 
foi the year 1930-31 amounted to £16,000 

A bettmg tax has been levied in Bengal since 1932 iindei the 
Schedules Taxes Eules The tax is levied at the rate of 4 per cent 
on all money paid into the totalisator and money paid by licensed 
bookmakeis to wummg backeis The tax yielded in 1929-30 
Es 1,200,000 or a httle more than 1 pei cent of the tax lovenue 
of the provmce The totalisatoi tax is levied in Bombay 
Eecently Bmma has adopted the tax The tax is capable of 
further extension m the various provinces of India In sixteen 
states of the Ameiican Union there are licences oi paii-miitucl 
taxes vith legaid to race meetings, and m twelve both hoencps 
and pari-mutuel taxes aie levied The hcence takes the foim of 
a fixed amount per diem which vanes with the importance of the 
tract, and the usual rate of tax is Lorn 3 to 0 per cent ot the gioss 
receipts of paii-mutuels These taxes exclude the admissions tax 
In Germany under the Bettmg and Lotteries law horse-iacing and 
the lafSing of lottery tickets aie taxed on the basis of the amount 
of the stake and the price of the lottery tickets respectively The 
rate of tax on the totalisatoi is 16f pei cent and on the boolcraaker 
16| per cent In the case of German lotteries the tax is 20 per 
cent of the price of tickets exclusive of tax, and in the case of 
foreign lotteries 0 25 reichmark on every gold maik Four per 
cent IS retamed by the national Government foi the costs of 
admmistiation and 96 per cent is returned to the states The 
totalisator tax is deteimmed according to the location of the 
totalisator, and thewholeamoimtmustbeusediu favour of unions 
tor the impiovement of horse-bieedmg The distribution of the 
boolcmaker’s tax is that the distribution between the states is § 
by the location of the tax collection and ^ by population The 
whole of the lottery tax is retained by the national Government 

Taxation of Amusements x/ 

5 The taxation of amusements has m recent years become 
popular m many countries In Austraha the legislation is federal 
and provmcial, there bemg provmcial acts in Victoria, New South 
Wales, West Austraha, Tasmama, and South Austraha In 
Tasmama the whole of the tax leviable under the Common- 
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wealth and Tasmania Acts is collected by the Commonwealth, 
the central Government handmg over to the state Government 
vithout any deduction for the expenditure of coReetion the 
portion belonging to the state In consideration of this, the 
services of the state police in the way of supervision are given 
flee of charge ^ In Canada several provinces levy this tax on 
admissions to places of entertainment Thus in Ontario it varies 
fiom 2 cents to 25 cents depending on the price of admission and 
the hind of entertainment In India two Governments only, 
those ot Bombay and Bengal, introduced the tax There is no 
tax imposed by the central Government In Germany the tax is 
a State tax It vanes, foi example, ui Prussia from 10 to 25 per 
cent of the prices foi admission In most countries the rate is 
based on the puce foi admission In some countries, as in Eng- 
land fiom 1935, there is a difterential rate dependmg on the 
nature of the enteitammcnt In Italy the rate is 10 per cent for 
tlioatiical peiformauces, 10 to 20 pei cent on cinemas, 15 per cent 
oil sports, and 20 per rent on hoise-iacmg The amusements tax, 
like otliei e\]3endituie taxes, w as intiodiiced at a time when it was 
necessary to lexy as much taxation as possible on all foims of 
luxuiy expenditiue and to encoiiiagmg saving The Wai, how- 
ever, shoved that a tax on luxur’y, unblce that on tobacco and 
spiiits, vhich aie conxentioiial necessaries, cannot always be 
loolvcd on as a productive somce of revenue There aie taxes, 
how e\ er, such as the amusements tax, w'hich fall ultimately on 
tliose who indulge in certain forms of amusement, and yields 
large amounts of revenue Some countries regard the tax as a 
non-permanent tax, while others regaid it as a permanent or 
quasi-permanent pait of the tax system In 1921 the House of 
Eepresentatives of the Commonwealth of Australia repealed the 
Act, but it WMS defeated in the Senate Questions have been 
asked in the British House of Commons regarding the repeal of 
the Act m Gieat Britain, but the Act stdl contmiies The Royal 
Commission on Taxation m Austiaba^ lecommended that it was 
somewEat m the nature of emergency legislation, and its repeal 
should be considered wdien the state of pubho finance rendered 
such a course possible There is much to be said in favour of 
the tax wEeie it is productive In Great Brit ain m 1933-34 it 

1 Section 6a of the Amusenionta Diitios Amendment Act, 1917 
F 181 1 2 5th and hnal Report, 1023 
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was 1 3 pel cent of the total tax revenue, bunging m £9 millions, 
and m Austialia the federal tax was 0 3 per cent of the federal tax 
revenue, bunging m £133,000 In recent yeais the enteitainments 
tax has iisen by leaps and bounds owmg to the cinema craze F or 
example, in 1930 the entertainment tax in Gieat Biitain was 
£6 695,847 and in spite of the greatest tiade depression ever 
expeiienccd the tax foi the year ending 31st March 1934 was 
£9 235,160 Its eftects have not been deleterious, although con- 
ditions have not been sufficiently normal to consider such effects 
111 detail The main objections against amusements or entertain- 
ments taxes are that they are unequal because certain amusements 
only are taxed It might also be said that the tax discourages 
amusement oi recreation, which is essential for the well-bemg of 
the community The important pomts m the taxation of amuse- 
ments centre mainly round the defimtion of amusements or enter- 
tainments and also the meamng of “ payment for admission ”, 
“proprietor”, etc In most countries entertainment includes 
any exhibition, performance, lecture, amusement, game, or sport 
foi admission to which payment is made Exemptions are usually 
allowed in cases where the whole of the proceeds are devoted to 
philanthropic, rehgious, oi charitable purposes without any charge 
of the proceeds for any expenses Entertainments of a wholly 
educational character or only for the amusement of children, or 
partly educational and partly scientific by a society, institution, or 
committee not conducted for profit, are exempted In Australia 
the taxing of payments for articles supphed by the proprietor for 
the purpose of an entertainment, such as skates, aie to be mcluded 
in the “ payment for admission ” The rates of tax are progress- 
ive In Great Britam an entertainments duty came mto force 
from 15th May 1916 The rates as fixed by the Fmance Act of 
1919 varied from a halfpenny on payments of 2^d and below to 
2 shilhngs for the first 15 shillings, and 6d for every 5 shiUmgs or 
part of 5 shilhngs over 15 shilhngs In the Budget for 1924^26 
the duty was repealed on tickets up to the value of 6d , and 
reduced on tickets from 7d to Is 3d This repeal and reduction 
cost £4,000,000 m a fujl yeai The Emergency Budget of 1931 
reimposed the duty on admission foi payments over 2d up to 6d 
(which had been free from 1924) It also increased the scale of 
payments over 6d In imposing these extra charges m 1931 the 
Chancellor of the Exchequer expressly stated that he desired to 



XXVIII OTHER INDIRECT TAXES AND FEES 


give an opportunity to all sections of the community to contribute 
towards the nation’s need The tax, however, seemed to fall 
largely on the proprietors rather than on the puhhc With eiiect 
from 1st July 1935 all payments up to 6d were relieved of the 
duty This costs £2,300,000 in a full year A difEerontial rate 
in the duty of seats ovei 6d was also made m favour of those 
entertainments m which hvmg performers take part In the 
Umted States theie is an admissions tax leAued by the Federal 
Government on admissions m excess of 40 cents except for 
admission to places specifically exempted The tax is 1 per 
cent on each 10 cents or fraction thereof In addition certain 
states, twenty-thiee in number, levy a tax on puhhc amuse- 
ments mainly for boxmg and wrestlmg contests, which usually 
vary from 6 to 10 per cent of the gross receipts The states 
of Arizona, Connecticut, Mississippi, North Carolina, West 
Virgima, Utah, Waahmgton, and Wyoming tax theaties m- 
cludmg motion pictures In the Australian legislation the 
Commissioner is given extensive powers, which he can delegate 
The penalties for evasion vary from £5 m the case of a person 
admitted to £50 m the case of a proprietor guilty of an ofience 
Certam offences are indictable, such as torgmg a die or stamp, 
fraudulently mutdatmg any stamp with the mtent that any 
use may be made of any part of the stamp, and the maximum 
penalty is 14 years’ imprisonment Other offences involve the 
liabihty to imprisonment for 7 years, 3 years, and 1 year A sum 
of £50 IS fixed as the maximum penalty for any breach of the 
regulations It will be seen, therefore, that, if proper steps are 
taken to prevent evasion, the tax is a good luxury tax and one 
that IS not troublesome to collect In some places complamts 
have been made, as m Austraha, that there has been delay m 
obtaining registration under the Commonwealth Act in remote 
districts This difficulty has been surmounted by a system of 
registration to be made with local postmasters 
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THE BUKDEN OI TAXATION 

1 The burden of taxation is a jnoblem which faces the student 
of finance fiom moio than one point of view In the first place, 
it may bo necessaiy to compare the relative total burden of taxa- 
tion in the same countiy at different periods Secondly, it may 
be desnable to compaie the relative burdens of direct and indirect 
taxation in the same country at the same time and at different 
time^ 'Thirdly the problem may be to compaie the relative 
buiden ot taxation at any peiiod m one country with another 
All these questions laise many unpoitant problems regarding the 
w'eight ot taxation In Chaptei XV the calculation of national 
income and of taxable capacity has been examined It was 
shown that in recent veais the methodology of national income 
had been examined bv economists and statisticians m various 
coimtiies, and theie was now an international attempt to secure 
urufoimity ot definition and to show for various countries the 
component parts of national income so that m making compari- 
sons of the income m vaiious countries comparable items alone 
w ould be taken into account In that chapter, too, the essentials 
of the concept of taxable capacity -were examined The purpose 
of this chajiter is to examine a httle fmther the problem of the 
pressure of existing taxation direct and iiichrect with some broad 
considerations and conclusions regaidmg this question 

The burden of taxation is an ambiguous term and, like many 
other economic terms used in popular discussion, its meanmg is 
not always clear We sometimes mean the payment bm'den of 
the tax and sometimes the total or sacrifice burden in which this 
payment buiden is included Thus m foreign trade we sometimes 
speak of the burden of a hearty protective import duty on the 
foreigner AVe multiply the unit buiden of the tax by the number 
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of units mipoited, and we say that is the burden imposed on him 
But tlie bill den may be a much laigei burden involving a gi eater 
aaciiiice thin this because the toieigner may not be able to export 
to the country levying the tax the same amount of goods as 
formerly And here the elasticity in the demand foi the article 
plays an important pait in regard to the total oi sacrifice burden 
Then agam wc speak ol the burden of income tax, and it is some- 
times said that this buiden is heavy because it does not take 
account sufficiently of the ability of the mdividual taxpayer as so 
much depends on the cncumstances of the individual, his family 
responsibilities, and so on It presses haid on small mcomes, 
paiticularly of the professional classes We sometimes hear of 
the bin den of taxation hampering progress as heavy taxation is 
said to deaden enterprise, to impede the growth of reserves, and 
thus to reduce productivity It is said to discourage saving and 
thus to reduce the accumulation of capital which is necessary for 
further production in a commumty If the burden is very great 
there is the tendency foi individuals to spend freely because owing 
to the taxation it is not worth w'hile to save Busmess enterprise 
V ith high rates and taxes may be such as to eftect competition in 
world markets An ex-ChanceUoi of the British Exchequer (Sir 
Robert Horne) in criticising the Budget of 1924-26 pointed out 
that whereas in pre-Wardaysrates and taxes added 2s 9d per ton 
to the cost of finished steel, it added m 1924-26 21s 4d , with the 
result that competitors could undersell Enghsh manufacturers to 
the extent of 30s to 40s per ton It has also been alleged that 
the burden of taxation on highei mcomes is so great that it affects 
the entrepreneur class and the capitalist The capital which is 
waitmg for an opportumty for mvestment in some new xiroductive 
enterprise in a modern mdustrial community is in the hands of 
relatively few people who are ahvays ready to take risks in the 
early stages of an enterprise and, if the State by taxation takes 
away a great part of this capital, production sufteis and the rich 
men who could afford to take these risks by usmg their surplus 
incomes and who are always on the alert for pioductive oppor- 
tumty find the burden of taxation so crushing that they are forced 
out of existence The State by the heavy burden of taxation thus 
brmgs about a lack of the spmt of enterprise, and it is enterprise 
which builds up the commerce and industry of nations In short, 
an examination of the burdens of taxation is important since any 
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overbuidenmg of the taxpayer generally, or of one class of tax- 
payers at the expense of another, may have a bad effect on a 
country It is for these reasons that the burden of taxation to- 
day IS a problem that deserves very careful examination 

2 Taxation thus lessens the resources in the hands of private 
indmduals and transfers to public authorities the proceeds to be 
expended on different services The idea of burden arises from 
the fact that (1) there is no direct connection visible between the 
amount contributed m taxation and the services received by the 
mdmdual There is the absence of a qujd pi o quo , (2) taxation 
IS compulsory, and is therefore felt as a burden , (3) fimds are 
taken by public authorities which would otherwise have been 
used for private consumption or private savmg The creation 
of new work and new capital is thus penalised Heavy taxation in 
the form of heavy death duties, mcome tax, or other forms of taxa- 
tion prevent potential new capital from coming into bemg This 
raises a further question as to the extent to which this new capital 
IS desirable or not m the circumstances of any given year, or on 
the other hand whether the State shorrld retam at least its present 
level of taxation There may be already excessive saving, the 
result of a too rapid growth of thrift among aU sections of the 
population, and the economic machme may not have adjusted 
itself In England in 1935, for example, there was not an urgent 
need for new capital when hundreds of millions of pounds were 
lying idle and every suitable issue was heavily over-subscribed 
States may spend, as on the social services, money more judiciously 
than the private mdmdual if the money were left m his pocket, 
but often the money is spent by the States on wars and on armed 
peace , (4) with the development of States, taxation has enor- 
mously mcreased, as the kmg could not, as m early times, live on 
his own resources After great wars taxation has mcreased so 
rapidly that its weight is all the more felt In this chapter we are 
concerned more with the mdividual burden than the social burden 
of taxation In order to discuss fully the social burden it 
would be necessary to analyse the method m which the various 
countries spend their tax revenue on social services and on 
other heads of expenditure To this a reference has already 
been made m the chapter and the tables on the distribution of 
expenditure 

The real burden of taxation m its relation to national mcome 
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has received considerable importance m the present century, 
especially smce the War, by many writeis on public finance An 
investigation of national income has been made m most countries ^ 
Taxation is, as has been shown, the transfer of a part of a tax- 
payer’s spondmg and savmg power to pubhc authorities, and the 
burden of this varies with the mcome of the mdividual and of the 
nation as a whole The State takes from its citizens certain sums 
which it disburses m wages, salaries, materials, and social services 
It IS important to test the progress m the same country at difterent 
periods and to test the prosperity between different countries at 
the same period, and also to study the yield of certam schemes of 
taxation by an exammation of all the facts In the Treaty of 
Versailles it was provided that the Reparations Comnussion should 
periodically estimate Germany’s capacity to pay, and that the 
German scheme of taxation should be “ fully as heavy proportion- 
ately as that of any of the Powers represented on the Com- 
mission ” ^ The First Committee of Experts appointed by the 
Reparations Commission explained in their Report that “ the com- 
parison of statistics of total taxation, national and local, in each 
country presents many techmcal difficulties Moreover, statistics 
of total national income and income pei head are at piesent either 
veiy defective or wholly lacking Notwithstanding these diffi- 
culties it IS possible to compute roughly what total budget charge 
would be borne by the German people if they were subject to taxa- 
tion (central and local) on the same scale per umt of income as m 
Great Britam, and by deductmg from the result the necessary 
domestic expenditure to derive an arithmetical balance which 
could be, thecaeticaUy, at any rate, assigned to the payment of 
reparation ’ ’ ® The Committee gave no statistics In Great Britam 
1 See Chap XV of this work Cf Stamp on National Income, Jouin Royal 
Statistical Society (London, 1934) 

2 Annex 12 B, Treaty of Peace The First Comnuttee of E\peit3 on German 
Reparations, presided over by General Dawes, stipulated that Germany should 
pay for 1929-30 and foUoumg years a sum m addition to the standard payment 
according to the prosperity of Germany To measure this prosperity \aiious 
factors, such as the total of German impoits and exports, the total of budget 
receipts and expenditure taken together (after deducting from both sides the 
amount of the Peace Treaty payments included m the year), railroad traffic as 
measured by the statistics of weight carriod,''the total money \alue of the 
consumption of sugai, tobacco, beer, and alcohol within Germany, the total 
population of Germany, and the consumption of coal per capita, wore to bo taken 
into account 

“ Cmd 2105, p 48 For considerations regarding the moasiiremciit of Goi 
many’s burden, cf Cmd 3343 — 1929 



692 


THE SCIENCE OE PUBLIC FINANCE 


the Cliancellor of the E'vchequcr appointed in March 1924 a com- 
mittee of 13 undei Lord Coli\ 7 -n “ to consider and leport on the 
national debt and on the incidence of existmg taxation, with special 
reference to therr effect on trade, mdustij, employment, and 
national credit ” This Committee calculated the burden of taxa- 
tion direct and indirect on various incomes for the years 1903-4, 
1913-14, 1918-19, 1923-24, and 1925-26, following the lines ol the 
President (Su Herbert Samuel) of the Eoyal Statistical Society in 
his Presidential address ^ in 1919 on “ The Taxation of the various 
Classes of People ” The figures were for a taxpayer assumed to 
be married and to have a wife and three children Although the 
size of an English family for all marriages is about IJ and 2^ if 
married couples without children are excluded, three children were 
taken in order to make allowances for relatives or dependents who 
whde frequently earnmg independent incomes may add to the 
total burden of the household Stamp duties were excluded as 
these could not be allocated with any accuracy according to the 
size of income, and they have no clearly definable relation to the 
annual income of the individual The tax payable on various 
selected incomes foi duect taxes such as the income tax and death 
duties, and on indirect taxes such as customs and excise duties, 
including tobacco alcoholic drinks, and entertainments, weie care- 
fully worked out The figures of income tax presented no diffi- 
culty as they were readily available In the case of death duties 
the burden was converted into an annual life msurance charge, as 
an approximate indication of the amount likely to be due, other 
things being equal The burden of customs and excise duties was 
calculated horn official and non-official sources such as the 
budgets of household expenditure used by the Board of Trade 
and from calculations of the total consumption of alcohohe drinks 
made by Kowntree and Sheiwell in them book The Temperance 
Pioblcm and Social Refoim which extended to 10,000 households 
The investigations in this enquiry rvere contmued by Sir Bernard 
Mallet and Sir Herbert Samuel, and supplemented by the Colwyn 
Committee’s own investigations The Committee ^ m allocating 
the difleient levels of income under the entertainments duty 
acknowledged there was a good deal of conjecture, but figures were 

^ Jotunal of the Eoyal Slali^itical Society, London, 1919 

^ Report of the Cohvjn Committee on National Debt and Taxation Cmd 
28UU — 1927, pages 94 OB 
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given for selected incomes and the duty paid on these incomes 
Some of the results are summarised m the following table 


THt Buedbn or Taxation on British Incomes, iloO, £500, £1000 and £2000, 
IN THE PllL WaB YEAB 1913-14 AS COMIABED WITH A DECADE BEFORE THE 
War (1903-4) and a decade aeteb the War (1923-24) 


„ Taxation 
Percentage of Total Tax 
Dueot 
Indirect 

Total 


„ Taxation 
Percentage of Total Tax 

Total 


„ Taxation 
II tentage of Total Tax 

Indirect 

Total 


1 Direct Taxation (1) Income tax (whoUy^earned) supertax, (2) death 
duties , and for 1903-4 and 1913-14 inhabited house duty, the tax bemg 
abolished by the Pinance Act, 1924 

“ Indirect Taxation Taxes on tea, sugar, tobacco, alcobobe drinks, enter 
tainments, cocoa, coffee and chiooiy, dried fruits, patent medicines, and table 
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Total Direct Taxes 


Income t2000 
Pie War \ ear 


(1013 14) 
£ s d 
79 15 0 
18 0 10 


„ Taxation 
Peieentage of Total Tax 

Indirect 


97 15 10 116 1 4 35(5 19 9 

4 0 4 8 16 7 

09 09 22 


Total 


The Committee did not make comparisons with other countries, 
although they were mterested m comparative burdens in regard 
to the bmden of taxation in less heavily taxed countries with 
especial leference to the efiects of such taxation on British 
industry Nevertheless, the Committee concluded that “ It may 
be said definitely that the buiden of taxation was heavier m Great 
Britam than m any other European country, and very much 
heavier than m the Umted States ” They were not prepared 
to show this statistically, although in comi n g to this conclusion 
they must have had access to measured data In India the 
Taxation Committee appointed “ to examnie the raannei in which 
the burden of taxation was cbstributed between the different 
classes of the population, and to considei among othei matters 
whether the whole scheme of taxation, central, provmcial and 
local, is equitable and m accordance with economic pimciples, 
and if not m what respects it is defective ” ^ It showed less 
courage than the Colwyn Committee even m estimatmg the burden 
of taxation in India at the time of their mqimy, and they did not 
give comparative international tax burdens Nevertheless they 
did use statistics such as those on the weight of the salt tax, 
customs duties, excise duties on alcohol and muiucipal taxes, and 
from this data and other sources estimated in general tunes the 
burden of taxation on the urban labourer, the landless agricultural 
labourer, the small and the large landholder, the village trader, the 
small trader in towns, the large trader, the big meichant, and the 
lower and higher grades of the piofessional classes Indeed the 
Comrmttee, although not pubhshmg the data by which they 
arrived at them conclusions, made recommendations such as the 

1 T tde Beport, ch xtv Oalcutlia (Govt of India, Central Publication 
Branch), 1925 
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benefits that would lesult fiom a decrease in customs duties and 
in municipal taxation in the case of the urban labourer, and that 
there should be no deciease on the salt tax oi on the excise on 
alcohol which he pays Similarly they suggested a reduction in 
customs duty to benefit the agiicultuial labourer, and in connec- 
tion with landholders the general introduction of death duties, the 
taxation of agiicultmal incomes and increased efficiency m income- 
tax admmistiation In 1922 a committee was appointed to 
mquue mto taxation in the Dominion of New Zealand, and in 
Austraha a Royal Commission on Taxation subnutted its report 
in five volumes during the same peiiod Smce 1914 the develop- 
ment of the theory of taxable capacity has made enoimous strides, 
and the question of the ability of various nations to bear then 
respective tax burdens is a veiy pressing one 

The Increase in Taxation ^ 

3 The growth of taxation has been due mamly to three factois 
(1) Interest charges on war debts The necessity for reducing 
thrs burden has led to further taxation The War was financed 
mamly by borrowmgs, although m the Umted States, Great 
Britam, and Japan taxation was greatly mcreased to meet the 
usual peace budget and war mterest charges from ordmary 
revenue In view of Japan’s limited paiticipation m the War 
no great effort of a fiscal nature was necessary, but Great Britam 
and the Umted States courageously appealed to the coimtry to 
pay heavier taxes for a national cause It was not difficult for 
Great Britam to mcrease her tax revenue, for she was iich and 
had a flexible mcome-tax system ready at hand The United 
States of America mcreased her tax revenue by the imposition 
of new taxes such as the federal mcome tax as well as by the 
enhancement of the old (2) The extension of the functions of the 
State, especially m regard to education and othei social services , 
and (3) the mcrease m the general level of prices 

The mcrease in the tax revenue of the chief countries is seen 
m the detailed table No XIII , App This is given below m 
summary form In this table statistics Rave been gone mto very 
carefully, and include as far as possible central oi federal, pro- 
vmcial or state, as well as local taxation Tax revenue only has 
been mcluded, and not the total State revenue It will be seen 
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that ta\..T.tio]i has incieased more than wholesale piices and the 
coat of living in all the countiies 


The Ihobease or Tatlation 


Lounfcrj 

Xcar 

PruLiitjigu 

liixiition 

Wliole^alo 

PiicLS 

(OdKlIll 

Iudt\) 

(itia'lnl 

United Kingdom 

19Sl-d5 

234 

105 

141 


1913-34 


95 

100 

Canada 

1931-32 

214 

113 

U3 

Australia 

1932-33 

32S 

127 

119 

The Union of h Afiira 

1932-31 

93 

S9 

116 

United istatea 

1922-33 

307 

90 

130 

France 

1933 

800 

81 

87 

Japan 

1931-32 

234 

n« 

135 


Flr CiRiTx Taxation as an Index oe the Burden 
OF Taxation 

4 The pe) capita taxation obtammg in vaiious coiintiies is one 
method of showing tax biirdeiia, and is perhaps the commonest 
It gives perhaps a better idea of the relative biudens than the 
volume of taxation itself/ as the latter ignores the population 
over which the taxation is spread At the same time intei- 
national comparisons lequiie to be used with caution owing to 
difierences in national wealth, financial systems, and social and 
economic structure of the countries compared The standard of 
living vanes so greatly in some cases, as between India and the 
United States, Japan and Great Britain, that pe> capita figures 
cannot be taken m themselves as afEordmg a correct comparison 
of the burden or weight of taxation Had it been possible to have 
the gross sales of goods at wholesale both m domestic and foreign 
tiade it might have been possible to use the relation which taxa- 
tion bears to those sales This, however, in the present state of 
statistical knowledge is impossible as most countiies have no such 
details of then domestic trader ^Ve are therefore driven back to 
weigh the relative tax burdens of peoples by putting then total 


Vide Table XIV , App 
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Per LUpit i Taxation 


Uountry 


Laxitlon per 11 

Ul 


Pro War Ye ir 1013-14 

Yrar 

Post War letr I 

Tii\ation 

(Podcral 

Stjiti 

J OCttl) 

Lxcludln^ 

Tiixatlon 

\11 

J avatioii 
(Podfril 

Local) 

rxcluding 

1 axiition 


£ s 

£ s 


£ s 

£ 9 

United Kingdom 

6 11 

3 11 

1934-33 

18 17 

16 1 


0 5 

0 5 

1933-34 

0 9 

0 8 

Canada 

5 9 

4 1 

1931-32 

13 6 

7 17 

Australia 

6 12 

4 14 

1932-33 

14 1 

11 9 

South Africa 

1 18 

1 11 

1932-33 

3 3 

3 2 

United States 

4 6 

2 0 

1932-33 

21 7 

9 1 

Franco 

4 14 

3 7 

1933 

12 17 

10 5 

Japan 

1 1 

0 14 

1931-32 

3 0 

1 13 

German) " 

1 11 

1 11 

1930-31 

5 0 

5 0 


* State and local not Inclnded 


earnings, and wages, income, etc , from othei sources mto one of 
the scales, and into the opposite scale the amount of taxation plus 
the difterence between the national income and this weight In 
other words the per capita income can be calculated The pre- 
ceding table summarises the detailed table, and gives the taxation 
per head in the pie-Wai year including and excluding local taxa- 
tion, and also in the post-War year In Germany and other 
countries State and local taxes have been mcluded as well as 
federal and central The Umted States (federal, state and local) 
leads with a pei capita taxation of £21 7s Gieat Biitain comes 
next with £18 17s per head Australia and Canada are more or 
less near to Great Britain In the case of South Afiica it is neces- 
sary to remember that a substantial portion of the tax revenue is 
paid by Europeans, while the African native and the Asiatic contri- 
bute very little m the foim of taxation either direct oi mduect to 
the Treasury If due eonsideiation is made foi this the pet capita 
taxation m the Umon of South Africa may be as much as othei 
European countries Of countries where statistics aie available 
India was the lowest with 9 shillings per head in 1933-34 Japan 
IS the last but one with a pei capita taxation of £3 llTien 
local taxation is excluded the ordei of these countiies is affected 
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to some extent especially m the Umted States and federal coun- 
tries generally 


Distribution of Direct and Indirect Taxation 

5 Another method of estimating the burden of taxation is to 
look to the distiibution of taxation of direct and indirect taxes ^ 
The real burden cannot be discussed without exanumng what the 

DiREcr AND Indibbot Taxation 




Propor 

tionot 

1 

Couatnes 

1 Direct Taxes | 

I Indirect Taxes | 


Pro War 

Postwar 

Pa War 
1M13-Lqi4 

Post War 

United Kingdom 

India (Cential and Pio 

17 8 

66 4t 

62 2 

43 bf 

■vuinal) 

Canada (Dominion uiid 

46 9 

36 4t 

53 1 

63 6t 

Provinces) 

Australia (Coiiinioii\iealtli 

86 

40 8+ 

91 4 

69 Sf 

and States) 

South Africa (Union ind 

96 

317t 

90 4 

68 3f 

Provinces) 

32 0 

56 8!) 

68 0 

43 2§ 

Japan 

28 4 

24 5 j 

71 6 

76 6| 

France I- 

3(1 5 

27 611 

faO 6 

72 411 

Italy 

317 

27 Of 

08 3 

73 0} 

United States (Federal) 

110 

48 411 

89 0 

61 Oil 


• Prt l\ar year 1013 f 1033-34 1 1031-32 § lOSl-lO || 1032-3! 


taxes are and m what proportion they are a definite burden upon 
mdividuals This may seem a self-evident proposition, but in 
inquiries of this sort it is not always so obvious What are the 
direct taxes and what are the indirect taxes, and what is the pro- 
portion of direct taxes such as those on income, successions, 
or inheritance, etc , to indirect taxes ^ The precedmg figures 
shov the direct and mdirect taxation before and after the War 
m the chief mdustrial countries The figures have been com- 
piled -with care from the budgets of these countries Taxation 
figures only and not total revenue figures have, of course, been 
included 


See also Chapter XVII 
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Percentage of Taxation to National Income 
AS AN Index of the Burden of Taxation 

6 It IS now recognised that the best method is to consider the 
proportion of the total national mcome of each country taken m 
taxation This gets over much, but ceitamly not all, of the rliffi- 
culty arismg Aom differences of wealth, population, social and 
economic conditions This method of obtaimng an appioximate 
idea of the ability of various countries to bear their respective tax 
burdens is not scientifically exact, foi it should be remembered 
that poor countries Idee some of the Balkan States or Turkey 
would find it much more difficult to pay taxes amounting to 15 
or 20 per cent than a rich country would experience m paying 25, 
30, or more pei cent Moreover, one has also to consider other 
mdications, such as the abdity of a countiy to make payments 
abroad as France did m the early part of 1924 without produemg 
chaos m exchange and m price-levels To aiiive at national in- 
come the value of the commodities produced and the services per- 
formed which are exchanged for money are totalled for a twelve- 
month Care must be taken to avoid duplication as fai as 
practicable m addmg up wages, salaries, rents, profits, remunera- 
tion for risk, and all other services, etc , which m general contri- 
bute to the mcome of an mdividual In Chapter XV the question 
of calculatmg national mcome has already been discussed It will 
be recalled that the services of those who are not engaged m 
material production are mcluded, smee these contribute to the 
national “ heap ”, and they have a claim upon pioduce or goods 
and services Each one of us makes goods oi performs services 
to sell, and it is this supply which repiesents the demand for the 
goods or seivices of others The mcome which is obtained m a 
twelvemonth is the price received for the contribution to this 
heap or pond of goods and services in the same period, a heap 
or pond, as it were, which is ever changing In calculatmg the 
national mcome we are not concerned with whether the mcome 
consists mostly of products from mdustry (as in Great Britain) oi 
from agricultural produce (as m India and Hungary), or whether a 
considerable part of it is made up of the value of services We 
evaluate all services m general exchange for money It is true 
that duplication does m many cases arise, but with the progress of 
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statistics, especially in legard to the income tax m the piesent cen- 
tury, duplication is much less than hitheito Interest on mternal 
debt may torm a pait of the national income if we consider income 
from the standpoint of the Income Tax Commissioners If, as 
defined above, mcome is the sum-total of goods and services, this 
interest cannot be said to be in the same sense part of the national 
income It embodies no new ber\ices or commodities, but is a 
mere transference from one set of people to another It is subject 
to taxation, and has been included for the present purpose of 
comparing the tax burdens of various countries The two 
methods usually followed are (1) to add, as we have seen, 
incomes of individuals, avoidmg mere transferences as in the case 
of allowances to sons, doles to unemployed, and old-age pensions 
as paid m Great Britain , and (2) to find the value of the com- 
modities produced and to supplement this wherever necessary 
The former method is possible m advanced countries like Great 
Britain and the United States, while the latter is necessary in 
cases where mcome-tax statistics are not available in sufficient 
detail and comprehensiveness as in India The income-tax 
statistics m the former case are supplemented by statistics of 
wages for incomes below the exemption hmit Stamp and 
Bowley in Great Britain and Helflerich in Germany have 
supplemented income-tax statistics in this way Pupin in his 
book! divides the national income mto income from capital and 
income from work, and estimates each separately Undei income 
from work he includes statistics of wages and salaries In using 
statistics of wages very great care must be taken in order to 
avoid large errors in the result, and therefore comprehensive 
wage statistics are necessaiy Some writers, such as King,® arrive 
at national income by valmng the production of the country as 
well as by multiplying the book income of families by the number 
of families m the class and adding up the whole Other writers, 
such as Th6ry,® estimate from death-duty statistics the national 
income by calculatmg what is the prmcipal income from the 
different classes of property The transfers of property by death 
or by gift are reported for tax pruposes, and these are assumed 
to be one-fomth of the national mcome Other writers bmld 

^ La Sichease de la Fiance 

- The Wealth and Income of the Feo^jle of the United States, 1922 (Maciinllan, 
New York) 

^ La Fortune publique de la France, Pans, 1911 
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up their estimates by an analysis of the total wages bill, the 
revenue fiom property, industrial and agiicultural profits and 
earnings It is also possible to check these estimates by various 
statistics, as, for instance, the total national savings (re net 
investments m shares, debentures, securities, etc ), long-term 
savings, import figures, and the currency m circulation It is, 
for example, estimated that the national income before the War 
in Fiance was one-fifth of the imports, and from this it is assumed 
that the figures represent the same proportion to-day as they did 
before the War Similarly with circulation which is known it 
is assumed that circulation bears to the mcome the same pro- 
portion now as it did before the War These, however, are 
very rough checks and are not to be rehed on in view of 
other scientific and more accurate estimates that are available 
In regard to Germany, if Central Budget figures only are given, 
it must be remembered that the Central Budget smce 1918 
carries sums formerly paid by the separate states of the Empire 
The results in Table No XVI are summarised in the table 
below, which shows the tax levenue (not total revenue) in propor- 
tion to the total national income including and excluding local 


Taxation and National Incoms 



Proportion of Taxation to National Income In | 

Country 

Pie War Year 1013-14 I 


Post W 1 

•rYear 


All 

iaxitlon 

Exeliiiling 

Local 

Taxation 

Year 

Taxation 

Excluding 

Taxation 

Great Britain and N 
Ireland 

114 

7 3 

1931-32 

25 6 

20 9 

India 

44 

40 

1932-33 

10 1 

9 0 

Canada 

13 0 

97 

1928 

97 

80 

Austialia 

10 4 

89 

1927-28 

15 2 

13 7 

United States 

64 

29 

1932 

13 9 

7 2 


13 8 

10 2 

1928 

20 9 

18 3 

Germany 

10 6 


1926 

20 1 

13 7 

Japan 

17 2 

12 6 

1926 

12 8 

10 2 

Italy 


86 

1927 

22 3 

18 9 


taxation One lesson from the data is that Great Britain is not 
the only nation that is burdened with heavy taxation In all 
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countries, except Canada and Japan, the piopoition of taxation 
to national income has greatly mcreased during the post-War 
period as compared with the pre-War year, and in some 
cases, as for example, m Great Britam and Germany, it has 
been nearly double The fagure for India {10 per cent) will not 
sin prise those who have studied in detad the pioductive capacity 
of the country at the present time The burden of taxation, as 
has been shonm, depends also on the standard of living oi the 
productive capacity of a country’s inhabitants, the method by 
vhich taxation is levied, the purpose for which taxation is used, 
and also the mentahty of the people taxed It should be remem- 
bered that over 70 pei cent of the population m India and 60 per 
cent in Japan are engaged m agriculture Agiicultural countries 
camiot, and do not, produce the wealth of countries predominantly 
industrial Progressive taxation is less burdensome to the lower 
income groups than proportionate taxation on all incomes what- 
ever their size Interest charges paid withm the coimtiy are a 
mere transference of funds, and therefore do not constitute a heavy 
burden on the country as a whole In an hour of patriotism more 
may be subscribed than m a generation of lethargy, and with less 
real effect on the population of the country 

IVhen one countiy’s taxation is compared with anothei oi one 
portion of a country with that of another, there are some factors 
which may account for a higher burden of taxation Among 
these may be mentioned area, density of population, cost of 
livmg, and the rate of wages The cost of collection of land 
taxation may be high on account of the area covered by the staff 
collecting that revenue Pohce expenditure and the administra- 
tion of justice depend, among other things, on the density of 
population One part of a country may be moie expensive to 
hve m than another Expenditure will be higher, and so the 
taxation to meet that expenditure Where there are, as in a 
centre of industry, other employments available, wages may 
be high, with the result that expenditure and taxation on the 
part of the State may also be high 

Broad CoNsiDERAaioNS and Conclusions 

7 The broad general conclusion to which we have come is that 
the burden of taxation can be measured within a country not 
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merely at any one fixed point of time but also at different periods 
Tins may be done in several ways Tbe usual method is to divide 
the total tax revenue by the population paymg that revenue and 
to use this pel capita figure as a guide to the but den of taxation 
Another method is to take specimen mcomes and to work out the 
direct, the induect, and total taxation paid on those mcomes on 
the lines described above in connection with the calculation of the 
diiect and mdiiect burden of British taxation From this it is j 
possible to obtain a percentage of income paid as taxation This j 
method supplements the first method Before making com- 1 
parisons at different points of time in the same country we havel 
to consider carefully the followmg pomts (1) population and 
wealth , (2) taxable capacity , (3) the direction of pubhc ex-| 
penditures or, m other words, the way m which the proceeds of j 
taxation were spent , (4) the effect of direct and mdnect taxes 
on trade , (6) the existence or non-existence of internal and [ 
external debt, especially the latter, in the periods compared,! 
(6) the effect of taxation on savmg in regard, for example, to the 
fust of these points, population and wealth The grorvth of ’ 
wealth as compared with that of population must be studied m 
order to see the relative mcrease of wealth and population In 
regard to the seco nd of these — taxable capacitj — we must see | 
how the taxable capacity at one period compares with that of I 
another Was the taxable capacity m the former period less than • 
m the latter ? How far was income tax better distributed ^ 
Did it bear more hfeavily m one period than in another on small 
incomes ^ Was mdnect taxation m both periods levied on the 
same articles such as necessaries, and were there changes in the 
taxation of income in these two periods l On the third point, 
the largely increased expenditure on the social services at the 
present time has to be i emembered Not so many decades ago 
expenditure on the social services was relatively httle, and a cen- 
tury ago was hardly represented at all The effect of the taxa- 
tion on saving has also to be considered Thus the Colwyn Com- 
mittee in its inquiry analyses the effect of taxation on savmg, and 
concluded that “ Taxation m 1818 hardly touched the savingl 
power of the wealthy , m 1923 it imposed a distinct limitation} 
upon it ” 

Valuable conclusions may be obtained in the measurement of 
tax burdens within a country by the careful handUng of statistics, 
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especially those reieiied to above It is quite possible to obtain 
data which when read in the light of other data all point in the 
same duection The lesult of such an inquiry amply lepays the 
trouble spent m collecting the data Some of the most valuable 
conclusions of committees on taxation aie those connected with 
the bin den of taxation It is important that taxation should be 
spread over the population and not confined mciely to a small 
section of it A great majority contiibute to taxation in an un- 
obtrusive way through indirect taxation It was for this reason 
that the Committee on National Debt and Taxation in considermg 
the fact that mdiiect taxes were wrapt up m puce said that it 
would be better if the gieat body of citueus were more conscious 
of the taxes which they paid as this would prevent wasteful ex- 
penditure especially at a time when some expensive pohcy was 
under consideration It reached the general conclusion that the 
post-War taxes had not reduced the average or general standard 
of Imng of the worlang classes as compared with the pre-Wai 
They made no doubt that customs and excise duties eftected the 
purchasing powei of people ivith small mcomes, and that the 
buiden of direct taxation was less crushmg than is frequently 
represented The burden of direct taxation, while we do not wish 
to belittle it, IS less crushmg than is frequently represented It 
does not, with trivial exceptions, enter directly into prices, and 
its indirect efiects are not such as substantially to affect the 
general price-level It has a materially adverse efteot on savings, 
but this does not hold good, so far as the leceipts are applied to 
payments, on account of the mternal debt Again, it has widely 
diftused psychological effects, and has been responsible for a good 
deal of discouragement, wliile trade has been suffering from long- 
drami-out depression due to wider causes , on the other hand, 
some of the psychological effects have been actually beneficial 
In our opmion the present taxation — even m conjunction with the 
loss of material wealth due to war expenditure, which hes behmd 
the National Debt — ^is not one of the mam causes of mdustrial 
difficulty Causes other than taxation he outside our provmce, 
but, m then very wide range, have been under the consideration 
of the Committee on Industry and Tiade For an analysis 
of the seiious difficulties of our export trade due to one set 
of causes — conditions pievailmg m various markets abroad — 
v e may refer to the Committee’s mtroduction to then Suivey 
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of Overseas Markets (1925) The overseas conditions dealt 
with cover the dechne of purchasing power, the shortage of 
capital, the growth of local manufactuie, etc So far as taxa- 
tion IS concerned, we thinlt that, if general conditions improve 
and times become more prosperous, the burden will be carried 
ivith comparative ease 

These conclusions show, m short, the value of inquiries mto 
the bin den of taxation in a country at a defimte point of time and 
also as compared ivith previous periods 

In legaid to the mteinational comparisons of the tax burden 
in one country with that m another the problem is far less easy, 
but is not insurmountable Various comimttees of inqmry 
have, as we have seen, been disinchned to publish from tune 
to time any definite indices, but have without doubt used 
such mdices m order to come to conclusions such as the 
Colwyn Committee did when it stated defimtely that “ The 
burden of taxation -was heavier m Gieat Britain than in 
any other European country and much heavier than in the 
Umted States ” There are, necessarily, difficult problems 
among which are (1) The amount of tax revenue levied 
in each country , (2) the calculation of the proportion of the 
tax revenue per head of population which the tax revenue 
bears to the national mcome These issues seem simple ones, 
but they are complicated owmg to the data of tax revenue 
and national income bemg different m difierent countries and, 
therefore, comparable only with difficulty , (3) the nature of 
governmental expenditure with special reference to its productive- ' 
ness m each country with which comparison is made , (4) the 
relation between national and local finance, and m federal ' 
constitutions between national, state, and local finance , (5) the t, 
social conditions and standards of livmg m the countries compared 
One of the mam reasons of the success of Japan m the world 
markets at the present time is its low' costs of production m 
mdustry, which are very largely due to the plam and cheap hvmg 
of the Japanese worker whose staple food is rice An eater of beef 
cannot challenge him in respect of the low cost of living Climate, 
too, has an eflect on the standard of comfort which is sometimes 
overlooked There are, m addition, other difficulties regarding 
(6) the compaiative distribution of income and of wealth, (7) the 
incidence of the various taxes m the tax systems compared m 
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relation to the distzibution of income and wealth in the countries 
compaied , (8) the general natuie of the industries of each 
eountiy with special reference to the relative demand for capital 
equipment , and (9) how far public utilities run by manufactures 
or national concerns aie run for profit {i e in addition to taxation) 
or at a loss {i e in remission of taxation) There is, too, (10) the 
element of psychology It is quite possible that if we could 
ineasiue the majority oi even all of these factors set out above 
(factors 1 to 8), that notwithstanding a large: buiden in one 
country this might be upset by the psychology of the people m 
the other country with which comparison is made Let us assume 
that in Japan the burden of taxation was 10 per cent or even 20 
per cent highei than m Russia, it is by no means certain that Japan 
would be placed at a disadvantage owmg to the thrift, enterprise, 
and patriotism ol hei population, especially in tunes of stress 
The attitude of Japan m the face of earthquakes, which aie not 
inftequent, is an illustiation of the attitude of mmd which pan 
bear buidens with unusual oheeifulness The trained mind m 
leading comparative statistics of the buiden of taxation finds these 
useful, as he has to weigh up several factors and to make mental 
reservations before commg to defimte conclusions regarding the 
weight of taxation in the countries m legaid to which comparison 
IS made 

Lastly, the percentage weight of taxation that can be borne 
vanes with cncnmstances No defimte percentage can be laid 
down as has been done, especially by some German writers of last 
century It will depend on circumstances The Hindu law-giver, 
Mauu, said that an eighth, a sixth, oi a twelfth of the gram may 
be taken by the Government (the Kmg) but, adds the commen- 
tator CuUuca, this IS to be determmed by the difieience of the soil 
and the laboiu necessary to cultivate it , a fiftieth of the annual 
addition to capital stock, cattle, gold and silver gems may also be 
taken Manu wisely sees there can be no hard and fixed amount 
“ A military kmg, who takes even one-Iourth part of the crops of 
his realm at a time of urgent necessity, as of war oi invasion, and 
protects his people to the utmost of his power commits no sm ” 
The tax on merchants which m times of prosperity was to be a 
tw elfth of then crops and one-fiftieth of personal profits may be 
in tunes of distiess raised to an eighth or a sixth or even one-fourth 
in gieat pubhc adversity The prmciple underlying Mann’s 
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common sense will be appieciated since it was written so many 
centmies before the technique of tax burdens was evei considered 
Tax burdens, it is umveisaUy reahsed, depend on many factors, 
and in a far gieater degree than was ever dieamt of in the philo- 
sophy of this Hmdu law-givei 



CHAPTER XXX 


NON-lAX REVENUE 

1 Tu Chaptoi XIII levenue was classified, under two major heads, 
tax revenue and non-tax revenue This chapter deals with non- 
tax levenue and comprises what is usually known in financial 
literature as the public domam-lands and foiests, and the industrial 
domain, which includes public undeitakmgs such as nrigation 
woiks, railways, posts and telegraphs, and m countries where 
state or national banlcs aie in existence state banlong The 
national and state banks m the Umted States and the central 
Bank of Russia, which is a State bank with State capital, are 
examples The mdustrial domain includes also those public 
undei takings belongmg to mumcipalities and other local 
authorities, the revenue from which is one of the most marked 
features m modern public finance It is safe to prophesy that 
in the countries of chief mdustrial importance m the next few 
decades the revenue from these public utihty oompames will be 
a \ ery important source of public revenues The public domain 
m some countries, as ive have seen m Chapter XIII , has almost 
vamshed The King no longer is the possessor of large areas of 
lands and foiests as was the case many centuries ago m Great 
Britain Pubhc revenue to-day is chiefly from posts and tele- 
graphs and other national utihty services, as foi example, rail- 
ways m Germany and India and irrigation works m India and 
Egypt There is a stnkmg difference m the comparatively small ' 
percentage of non-tax revenue m those coimtries where there are ' 
no large utilities such as the railways and irrigation works of India 
The non-tax revenue of Great Britam was 12 4 per cent m 1933-34 
as compared with 37 6 per cent m the case of British India The 
followmg table shows the percentage of non-tax revenue to total 
ordinary revenue m certain leadmg countries 
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Non tax Rbvlnui; 


Country • 

Year 

Non tax Ile\eima 
to lotal Ordlnarj 
Revenue 

Groat Britain 

1913-34 

24 

Canadaf 

1933-34 

24 2 

Australiat 

1933-34 

46 

South Afucaf 

1933-34 

30 7 

Indiaf 

1933-34 

37 6 

United Statesf 

1932-33 

30 1 

Uranco 

1934 

27 2 

Italy 

1933-34 

6 1 

Japan 

1933-34 

35 3 


• Tlie percentages do not include floverniiient monopolleg eiicli lie those In France, 
Italy, India and Japan 

t Federal or central and state or provincial 

In the revenue accounts oi Exchequer leceipts of Great Britain 
the non-tax revenue includes receipts from the postal, telegraph, 
and telephone services, from crown lands, from interest on Suez 
Canal shares, etc , and admmistrative receipts by civil depart- 
ments The receipts are either ordinary or siiecial The special 
receipts were mainly Rom the sale of War assets and from repaia- 
tions Thus m 1922-23 the Disposals and Liqmdatiou Commis- 
sion paid to the Exchequer nearly £17 mdlions for the sale of 
surplus Government piopeity and £10 milhons for the sale of raw 
material The Trea,sury also realised £14J millions, which m- 
cluded £6 millions for lepayments connected with advances in 
respect of premoratorium bills, £1,388,400 of gold salved from the 
Lawenhe, £4J millions for receipts under the German Reparation 
(Recovery) Act, 1921, and £2,300,000 received in cash from the 
Reparation Commission In India about two-thirds of the cen- 
tral and provincial receipts combmed are tax revenue, and the 
remamder is mcome from Government undertakings, such as 
railways, irrigation, other public works, posts and telegraphs, 
f oreSs( the nunts at Calcutta and Bombay, receipts m connection 
with civil departments, and mterest on loans The revenue from 
these heads is given in the table on p 710 

In the Umted States ordinary federal receipts in 1935 were 
budgeted at $3975 mdlions, of which 8176 miUions or 4 4 per 
cent were non-tax Postal revenues are excluded from these 
ordinary receipts The French Budget amounted m 1932 to 
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Fr 41,101 millions, of which State dom<iins yielded Fr 351 millions, 
posts Fr 2806 milhons, and misceUaneous non-ta\ Fr 1638 
millions The Itahan Budget estimates foi 1932-33 show, out of 
a revenue of ovei 193,246 milli on hie, only about 14 pei cent as 
non-tax revenue The Swedish Budget includes as non-tax 
revenue receipts horn posts and telegraphs, waterfall works, 
railway, domains, mterest on shares m ceitam companies, e g the 
Swedish Tobacco Monopoly Co , Ltd , the Central Liquor Co , 
Ltd , and also a share in the profits of the Banlc of Sweden 
Similarly Holland includes the revenue derived from domams, 
State railways, the sum paid by the East Indies as inteiest and 
smkmg fund for public debt, and the share in the profits of the 
Bank of the Netheilaiids, as well as certain other miscellaneous 
receipts Japan m 1932, out of an ordinary revenue of 1477 
milhon yen, budgeted for 719 million yen from taxation, and of 
the remamder (non-tax revenue) over 460 milhon yen was from 
pubhc imdertakmgs and State property 

2 It will be seen that m modern governments State enterprise 
and domams are not a negligible source of revenue The import- 
ance differs from country to country and according to local con- 
ditions The State as a capitahst and entrepreneur is, usually, 
at no small disadvantage, but it is the fashion from the time of 
Adam Smith to exaggerate its incapacity to conduct industiial 
enterprise “No two characters”, wrote Adam Smiths m 1776, 
“ seem more inconsistent than those of trader and sovereign If 
the tradmg spirit of the English East India Company renders 

^ The Wealth of Nations, Bk V ch u part i 
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them very bad sovereigns, the spirit of sovereignty seems to have 
rendered them equally bad traders While they were traders 
only, they managed their trade successfully, and were able to 
pay from their profits a moderate dividend to the proprietors of 
their stock Smee they became sovereigns, with a revenue 
which, it IS said, was originally more than three millions sterhng, 
they have been obbged to beg the extraordmary assistance o± 
Government m oidei to avoid immediate bankruptcy In their 
former situation their servants in India considered themselves 
as the clerks of merchants , in their present situation those 
servants consider themselves as the numsters of sovereigns ” 
While he reahsed the advantages of State banlcs as a source of 
revenue, he wrote, “ The orderly, vigilant, and paisimomous 
admimstration of such aristociacies as those of Vemce and 
Amsterdam, is extremely proper, it appears from experience, for 
the management of a mercantile project of this land But^ 
whether such a Government as that of England, which, whatever 
may be its virtues, has never been famous for good economy, 
which, m time of peace, has generally conducted itself with the 
slothful and neghgent profusion that is perhaps natural to 
monarchies , and m time of war has constantly acted with all the 
thoughtless extravagance that democracies aie apt to fall into, 
could be safely trusted with the management of such a project, 
must at least be a good deal more doubtful,” and he adds, with 
reference to the post office, that “ it is perhaps the only mercantile 
project which has been successfully managed by, I beheve, every 
sort of Government The capital to be advanced is not very 
considerable There is no mystery m the busmess The returns 
are not only certam, but immediate ” ^ 

Some of the reasons why the author of The 'Wealth of Nations 
supports Government’s management of the post office would 
equally weU apply to other activities which modem States now 
undertake The example of India in the sphere of irrigation, 
railways, and forests, of Egypt m irrigation, of Japan, Erance, 
Italy, and Geimany m regard to monopohes, not to mention the 
remarkably successful admmistration before the War of railways 
m Prussia, may be instanced An efficient corps of officials, 
like that of Prussia, is certamly not unknown m other countries of 
the world The spread of education of a high type and the growth 
1 Op cit , idem Caiman edit vol ii, p 303 
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of the influence of universities with old traditions are having an 
mcalculahle effect on the younger men of all the chief industrial 
countries Men of aterhng character, able to pioducc as civil 
servants work of meticulous accuracy and fimsh, are the products 
of our schools and umversities The evperience, therefore, of 
State enterprise in the twentieth century is on the whole against 
the disparagmg ciiticisms of Adam Smith ^ It is, as we shall see, 
frequently necessary, on pohtical and on economic groimds, for 
public authorities to undertake functions of an industrial and 
commercial nature It is not always the case that production 
suffers from pubhc ownership Indeed it was urged before the 
British Coal Commission of 1919 that nationalisation of the coal 
mmes would lead to increased production 

The Public Domain — Land and Forests ^ 

3 In the eaily history of modern States the royal domam 
was the basis of the public revenue With the growth of time 
and the progress of society land as a source of revenue declines 
When, for example, William the Conqueror arrived from Nor- 
mandy he found that the Anglo-Saxon kmgs “ had enjoyed 
great landed possessions, and flocks and herds They had 
possessed rude castles, jewels, and richly embroidered robes of 
state They had had a royal hoard kept m the kmg’s castle, 
where there were leather bags filled with the roughly minted 
silver corns of the time ” ^ The Norman Icings claimed the royal 
demesne with the forests, the land held by the rural tenants 
and the holdmgs of urban tenants m cities and boroughs founded 
on foUdands, from which the sheriffs collected rents With 
successful wars the royal lands grew They grew too through 
resumption by the king They decreased mamly through ex- 
pensive wars, which had to be financed, and through their 
bestowal on favourites Thorold Rogers mentions how m the 
fifteenth century, m England, land belongmg to the Crown was 
squandered away In France the kmg similarly lost his estates, 
but here a laige amount fell mto the possession of the communes 

1 Cf Leroy Beaulieu, Itaili de. la meuce des finances, oh u (Do I’lm 
portance dea rerenus de I’etat moderne oonsidere comme propiietauo ou 
oapitalisto et comme industnol) , also chapters iii vi Paris (Guillaumin), 1879 
English Public Finance, New Yoik (Baiikeis’ Trust Company 
Publications), 1920 
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Space will not permit an account of the continual alienation 
and resumption of the State lands in Western Europe as, for 
example, durmg the period of the Tudors and the Stuarts 
Durmg the reign of William and Mary the royal domam greatly 
decreased “ At the end of William’s reign ”, as Sir Erslune 
May puts it, “ Parhament havmg obtamed accounts of the state 
of the land revenues, found that they had been reduced by 
grants, alienations, mcumbrances, reversions, and pensions, until 
they scarcely exceeded the rent-roll of a squire ” It was from 
this time impossible to look to anythmg but taxation for the 
carrying on of the State To-day State lands are, as m France, 
Italy, and Spain, of little importance from the revenue pomt 
of view In the most recent budgets avadable the percentage 
of ordinary revenue from State domams is 1 3 per cent m Great 
Britam, 0 9 per cent m France, 0 1 per cent m Italy, and 0 9 
per cent in Spam In Eussia before the Ee volution of 1917 
there were very large State domams and forests There were 
also large estates held by private mdividuals By the Con- 
stitution of 19th July 1918 ^ private property m land is no 
longer permitted Land, forests, mines, factories, and railways 
are national j^ioperty The “ new economic policy ” (Maioh 
1921) has modified the law and permitted the leasing of national- 
ised mdustries, and the concentration of State control on the 
most important of the nationalised enterprises No up-to-date 
financial statistics are available to show the efiect of this policy 
on non -tax revenue, especially on landed estates including 
forests 

In India the State possesses m theory, except m the per- 
manently settled tracts, a right to the land It has never 
given up this right, a right inherited long before the days 
of pie -British rule We have, however, dealt with this m 
Chapter XX on land taxation The system of assessment and 
of collection has already been described Under the new Con- 
stitution land revenue is a provmcial (and not a Central) head 
of revenue In the financial year ended 1929, land revenue was 
Es 33 croies (£25 millions) or 34 per cent of the total provmcial 
revenue of the various Governments Forest revenue, also a 
provincial head of revenue, was Es 6 crores (£4 millions) or b per 
cent of the total provmcial revenues Of this about one-thud 
1 Amended 1919-22 
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was from one piovmce only, viz Buima The total forest 
area in India coveis more than a quarter of a million square 
miles, and only about 99,000 square miles of this has been 
brought under regular scientific management It is often foi 
gotten how much wealth proper afforestation brings to a country 
Next to the discovery of root crops by which live stock was 
kept ovei the winter, and not killed off, nothmg has bi ought 
such an accession of wealth to Scotland as the afforestation, 
especially of the eighteenth century Deforestation in India 
had piobably been gomg on for hundreds of yeais, until, m the 
nineteenth century, a Forest Department was set up By the 
destruction of trees water is no longer stored and doled out 
gradually, with the result that the vegetation and suiface soil 
are swept away On the other hand, the absence of wood for 
fuel has lesulted in animal dung being burnt as fuel instead of 
being used as manme to fertilise the land 

In new countries where capital and labour are scarce, land 
IS sold by the State as an incentive to immigration These 
lauds if sold should, as Wakefield pointed out in the thirties of 
last century, not be gianted promiscuously but sold at an 
adequate puce and m a regular fashion, and the proceeds should 
go to assist further immigration ^ The mterests of the settlers 
m the Umted States, Australia, New Zealand, as well as in 
Canada, weie those which shaped land policy m these countries 
during the nineteenth century In the United States as early 
as 177C, one year before the publication of The Wealth of Nations, 
it was decided by wise statesmen to set aside part of this great 
source of wealth for the development of education In each 
township Section No 16 (^e 640 acres or one-thirty-sixth 
of the area) was reserved for the support of schools Fiom 
1848 Section No 36 ivas also granted for public (or high) school 
purposes Thus one - eighteenth of the area of each town- 
ship in every state of the Umon was reserved foi education 
In 1787 it was provided that not less than two townships of 
laud were to be granted m each state for the support of a State 
University by the Federal Government, and m 1866 for agri- 
cultural and mdustrial education an amoimt equal to 30,000 
acres for each senator and representative was granted to each 

1 House of Commons Paper 512, 1836, of Mill, Principles, V xi § 14 
of Wakefield’s England and America (1833) 
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state, and it is on tins that agricultural colleges largely depend 
for theu funds No Federal Government could have tiled to 
do its duty more fully than that of the United States m this 
respect, but this is not to he wondered at m view of the great; 
names like those of Thomas Jefferson, John Adams, and George 
Washmgton, associated with the early history of this great 
Republic The sales of land m the Federal Budget of the 
Umted vStates arc credited as income, and in 1936 and 1927 were 
onlv b 1,37 6, 000 out of $8091 millions of oidmaiy receipts 

The Public Domain in Commerce and Industry 

4 Another class of non-tax revenue is that which is derived 
from the commercial and industrial activities of the State 
Some writers term this branch the industrial domaui, but 
this hardly covers activities outside mdustries, such as trans- 
portation Leroy-Beaulieu ^ more appositely, though not quite 
correctly, calls this “ the mdustrial and financial domain of the 
State ”, smce it covers, for example, the profits accrumg to a 
State which jiossesses a State bank The public domain m 
commerce and industry includes mines , factories (e g arsenals) 
which are not primarily for revenue purposes , public works, 
such as irrigation, drainage, water and lighting, and posts, 
telegraphs and telephones, roads, canals, and railways 

5 From early times mmes have been pubhc property, as, for 
exaijiple, the silver mmes of Laurium in Athenian history, and 
gold, silver, and salt mines in the history of Rome, gold and silver 
being worked directly by the State slaves Until 1688 m England 
all mines yieldmg gold or silver were the property of the Crown 
In the fourteenth and fifteenth centuries charters weie granted 
to prospectors to enter upon private lands to search for ores 
The rights of the lords or seigneurs were respected to the extent 
that the mining charters prohibited without a hcence fiom the 
overlords mining undei houses, sometimes under arable lands and 
meadows A double royalty was thus imposed In the time of 
Edward IV a lease of copper mmes reserved a royalty of one- 
eighth to the long and one-sixteenth to the landlords In 

1 Dr la science dea finances, oh vi p 93, “L’lStafc a quelquefois un 
domame induatnel et memo un domajne hnancier, par exemplo des participa 
tions dang des banques on lueme un poitefemlle de valeurs mobihtres La 
Prusse eat le plus fiappant exemple dp catta organisation ” 
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1688 1 a great change took place in the law An act was passed 
that no mine of copper, tin, iron, or lead shall hei eaiter be ad] udged, 
reputed, or taken to be a royal mine although gold or sdvei may 
be extracted out of same By an act of 1693^ the act of 1688 was 
modified, the Crown bemg given the right of pie-emption of the 
metal at such price as would represent its fair value m the absence 
of royal metals In the case of a mine worked for gold the pre- 
rogative of the Crown was, it is mterestmg to note, confirmed by 
the Court of Appeal in England as late as 1891 Eoscher points 
out that in Germany there was a system of free mining, where the 
land could be opened up notwithstanding a protest from the 
landowner if royalties were paid to the State In some coimtries 
much of the mmeral wealth was held to be pubhc property 
Prussia IS a case in pomt 

The position to-day m most countries is for imnes to be 
handed over to private enterprise for development as tar as pos- 
sible, inoludmg those which possess a natural monopoly Theie 
IS a great deal m what Adams says legaidmg financial policy 
and mmes “ Mmes ”, he pomts out, “ that are widely spread 
and easily discovered may be treated like the pioperty of ordinary 
industries No special financial pohcy is requued for mmeials 
like coal, iron, or salt Mmes, on the other hand, which form the 
basis of a natural monopoly should be handed over to private 
enterprise for development, but they should, at the same 
time, be recogmsed as a fit object for special and peculiar 
taxation ” ® 

6 States have sometimes to undertake the manufacture of 
goods when this cannot be satisfactorily done withm the country 
itself In India, for example, there are arsenals which manu- 
facture mimitions Army clothing, however, is manufactured 
by private firms, such as those m Bombay and Cawnpore, 
and purchased by the Army Department In some countries 
the State itself manufactures the goods, as it beheves, usually 
wrongly, that private contractors are unable to undertake the 
work without undue costs m regard to supervision Where 
industry is unable to meet the wants of the State it is necessary 
to keep these State concerns going They have the advantage of 
sometimes preventmg prices fiom rismg, but pubhc authorities 

* 1 WiU and M c 30 ‘5 Will and M o 6 

® Science of Finance, p 239 (New York Henry Holt and Company) 
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should not undertake such industries, except in the earhei stages 
of development, and then mainly for experimental purposes, and 
also wheie the estabhshment of a monopoly is ostensibly advan- 
tageous An important point m such concerns is the keepmg of 
strictly commercial accounts Interest should be paid on capital 
Piovision should also be made for depreciation of machinery and 
plant, for a pension fund, rents for land, and mcome tax m order 
to arrive at the true net profit State concerns sometimes show 
a surplus, but the point is how much of this is really profit 5 
The fact that State enterprise is carried on at a loss does not 
necessarily prove that it should not be undertaken It may be 
desirable that certain services should be performed by Govern- 
ment even at leas than cost price, as, for example, the manufacture 
of vaccine or serum 

The cost of Government monopolies has been discussed m a 
previous chapter, since they are best treated as a part of revenue 
raised by taxation Mumcipal trading nowadays undertakes 
the supply of water, drainage, and frequently hghting Thus m 
the city of Bombay with a population of 1,200,000, the Municipal 
Corporation undertakes the heavy task of water supply and 
drainage, while a company undertakes the supply of electricity 
and electric tramways In most countries, while the raumci- 
pahties supply water and provide for the disposal of sewage, 
the question of hghtmg is not uniform In brief, the position of 
public authorities — federal. State, or proruncialor local — deserves 
m the domain of commerce and mdustry the most constant watch- 
ing Only occasionally are real profits made, i e sums paid m rehef 
of the rates m local finance or taxation m State or federal 
finance 

7 A not imimportant item of revenue in some countries is 
irrigation The returns on irrigation m India, for example, have 
been very satisfactory At the present time the total length of 
canals and distributaries m operation in British India amounts to 
75,000 miles, urigating an area of 29 75 million acres or 12 5 per 
cent of the entue cropped area The total value of the crops raised 
on the urigated area durmg the years 1921-22 to 1925-26 was on 
the average one and a half times the total capital expenditure on 
works The total capital outlay on irrigation works m 1932-33 
was £109,500,000 and the net revenue was £9,325,000, so that 
the net return on capital was 5 35 per cent Many of these 
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migation works yield a much liighei return, ol coui&e, than 7 
or 8 per cent This is the average of all the works In Sind the 
Sukkux Barrage Project, designed as the biggest irrigation works 
in the world, irrigates an additional live million acres Two- 
fifths of the migation levcnuc is derived fiom the Punjab where 
there is also a large scheme called the Sutlej Valley Project in 
piogrebs This when completed wdl iirigate the aioa of more 
than five miUion acres The importance of the scheme can be 
seen from the fact that 3 75 million acres of desert now waste 
will be brought undei cultivation When works now in progress 
are completed it is estimated that a total area of 50 million acres 
will be urigated by Government works 

8 Of those concerns yielding a revenue to the State, post 
offices, telegraphs, telephones, canals, tramwaj^s, and railways 
are examples Alm ost without exception the post office has been 
regarded since Adam Smith’s time as suitable for public manage- 
ment In its early history it was m the hands of private indi- 
viduals or privileged bodies, such as the messengers of the Univer- 
sity of Pans In view of the influence of the post office on other 
coimtiic.s it will be necessary to examine its history in some detail 
About the middle of the sixteenth centuiy foreign meichants 
instituted a service to the Contment, which subsequently, owmg 
to disputes among them, was placed under Government control 
In 1636 it was possible to send private letters by the posts within 
Great Britain, and a monopoly on existmg postal routes was 
proclaimed and made effective by cheap rates For a smgle- 
sheet letter the charge was 2d for 80 miles or less and 4d up to 
140 miles Over 140 miles 6d was charged, and 8d to Scotland 
From 1644 to 1650 Edmund Pndeaux was postmaster and worked 
at his own cost, the postage for letters being his receipts In 
1650 he paid Govmrnment a rent of £5000 a yeai In 1663 he 
ceased to be a postmaster, and the office was farmed for £10,000 
a year The profits from postage alone were estimated at from 
£14,000 to £20,000 In 1657 the first Act of Parliament regulating 
the post office was passed, reduemg the rate beyond 80 miles to 3d 
for England and 4d for Scotland From 1660 the post office was 
farmed for £21,600, and m 1663 the revenues of the post office 
were assigned to the Duke of York In 1677 the Duke of York 
himself took the management mto his own hands, and m 1686, 
on his accession, it became a part of the personal revenues of the 
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Sovereign, valued at £65,000 Erom 1720 Ralph Allen of Bath, 
the precursor of Rowland Hill, developed a system of cross-country 
posts between the six main post-roads A daily post on many of 
the mam lines was also intioduced by him In 1761 his account 
showed a profit of £12,000 In 1837 the prmlege enjoyed by 
Members of both Houses of Parhament of franking, which led to 
so much abuse, was discontinued through the efforts of Rowland 
Hill As one noble lord wrote “ The loss of consequence from 
ceasing to be able to frank a letter for a lady or, m travelling, for 
the waiter at an mn, gave great disgust to many members of 
both Houses, and made some of them openly declare that there 
was no longei any use m bemg m Parliament ” ^ It is estimated 
that as many as 6 million lettexs a year were fianked by Members 
of both Houses of Parhament, not to mention miscellaneous 
packages of various sizes In 1 840 Rowland PIiH’s plan of a penny 
postage was introduced after much difficulty, together with pre- 
payment by means of stamps The postmen had no longer to 
collect on each letter the postage on delivery, an expensive 
business, smce it is the collection and distribution of letters that 
run up the cost With this reduction of cost there was an 
improvement in deh-very France adopted m 1848 a lower 
postage, which was doubtless brought about by the reforms 
begun by Rowland Hill, and, as m England, this produced at first 
a decline m gross revenue 

In recent years the work of the post office has mcreased, but 
m most countries one is struck by the revenue produced To-day 
almost all countries follow the principle of charging according to 
what the traffic \vill bear The charge is not according to the 
distance or the nature of the letter, but accordmg to the weight 
of the letter In addition to the fact that rates are irrespective 
of distance, there are also other pecuharities regarding postal 
charges, viz (1) the rates are low and (2) vary according to the 
classifacation of packages This latter pomt may be said to 
protect the post office from bemg deluged with articles too large 
to handle with ease The post office also remits sums of money 
m small amounts by telegraph as weU as by post The remittance 
by post IS in some countries of considerable importance the 
rermttances by money order in the case of India in 1937-28 being 
39 millions m number valued at Rs 95 ciores There are also 

1 Sydney Bu\ton, Finance and Politics, vol i p 1404 



720 


THE SCIENCE OE PUBLIC FINANCE 


other functions of post offices, e g (1) the granting of postal hfe 
insurance policies, (2) savings banks, (3) the sale of cash certifi- 
cates, (4) the collection of articles sent by post, (6) the sale of 
quinine, and (6) in some countries the payment of small pensions 
which is eftected through post offices In certain countries the 
postal leceipts are not included in the oidmaiy budget but form 
a separate autonomous fund In Germany, for example, smce 
March 1924 the postal and telegraph services form an autonomous 
un dertakmg holdmg its own assets and habilities Of the current 
le venues 0 8 per cent is paid mto a reserve fund till it rises to 100 
million marks, when the whole surplus will accrue to the Treasury 
The postal, telegiaph, and telephone services m Italy form an auto- 
nomous imdertaking fiom 1925-26 Similarly in New Zealand 
receipts from posts and telegraph are paid into a separate account 
since Apid 1928 Telegraphs, telephones, and wireless aie the 
usual functions now closely aUied with postal services The tele- 
giaph was used m England as early as 1837, and m 1847 to trans- 
mit the Queen’s speech to the provinces By 1868 telegraphs had 
extended all ovei England 

The question is frequently raised whether the post office 
should be expected to produce a considerable revenue to the 
State or whether it should simply pay its way In most countries 
the monopoly does not yield much revenue to the State, as will 
be seen below 

American writers, notably Adams, hold that “ the aggregate 
of receipts must cover the aggregate of cost , but m the attam- 
ment of this result greater regard should be had to volume of 
service rendered than to the charge upon the unit of service ” ^ 
While much is to be said for the American pomt of view, there is 
the necessity of seeing that there is certamly no loss, and in this 
particular we refer to the necessity of regarding the post office, 
mcludmg telegraphs and telephones, as a runmng concern There 
IS undoubtedly a considerable amount of capital sunk m the 
undertakmg for which a busmess concern would charge mterest 
and depreciation before showmg profit Any charge beyond a 
small claim would be m the nature of taxation For telegraphs a 
very high purchase price for the concern has been paid m many 
countries , and this, together with the desue on the part of the 
pubhc to have low telegraph rates, has mihtated agamst sue 
’ Science of Finance, p 279 
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cesaful financial reaults As in the case of municipal enterprise 
commercial accountmg must be followed, and debt charges, both 
for sinking fund as well as interest, should be deducted from the 
gross receipts in order to arrive at the net mcome or profit The 
followmg table shows the net revenue of the postal, telegraph, and 
telephone services m certain chief countries 


Net Revenue op Postal, Tellubaph, vnd Telephone Sebvioes 


Country 

I ear 

Post 

Oifleo 

lole 

graphs 

Tele 

phones 

Total 

United Kingdom (milhon £) 

1928-29 

9 2 

-08 

06 

90 

India (Bs lakha) 

1928-29 




7* 

Canada (million S) 

1926-27 




-2 

Australia (million £) 

1927-28 




-0 1 

South Africa (million £) 

1926-26 




07 

Fratioe (million francs) 

1929 




44 6 

&Mitzeiland 

1928 

7 3 

27 


10 0 


Noti, - Indicates doadt * Posts and tolegraplis alone 


In Great Britaui, for example, the old age and similar pensions 
are paid through the post office The pensionei is provided with 
a bound book of orders, showing the date of payment and the 
amount of the pension The order is presented to the post office 
by the pensioner or his agent in case of sickness and the paid 
orders are kept by the post office as vouchers Nearly 2,000,000 
pensioners are included m the scheme Besides this, war pensions 
which amount to more than £60 millions are paid through the post 
office The postal cheque system, which is the recognised feature 
of French finance, has been more promment diumg recent years 
There are at present about 370,000 depositors, and about 
161,000,000,000 francs are annually paid into postal cheque 
accounts 


Railways 

9 The next group after posts, telegraphs, and telephones is 
roads, canals, tramways, and railways The mamtenance of 
roads is usually undertaken by local authorities, except in the case 
of the mam arteries, which sometimes are paid for wholly or 
partially by the State or central authorities Tolls, however, are 
now regarded as antiquated and caimot be considered to be 
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a revemie-producrag agency The cost of upkeep with the gieat 
development of motormg is nowadays very great, and forms a 
large item of expenditure of local authorities in Groat Britain 
Canals, largely owing to the growth of railways, do not now, with 
rare exceptions, yield much, if any, revenue Theie are, it is true, 
certain canals of importance, even at the present time The 
Suez Canal, 100 miles in length and built in 1809 at a cost of 
nearly £30 millions, produces revenue to the British Government 
and other shareholders The mcomo diiimg 1928-29 was £28 1 
millions to the British Exchequei The Manchester Shippmg 
Canal (which cost approximately half the fcSuez Canal) was open to 
traffic m 1894, andfor the year endmg December 1922 the revenue 
was £792,800 on a paid-up capital of £17,423,000 or 4 6 per cent 
The total length of canals m England and Wales is 3641 miles and 
184 miles m Scotland On the whole they do not pay their way, 
and this is not peculiar to Great Britain but is found m Germany 
and in the state of New York In France canal dues were 
abohshed 44 years ago 

Tramways are usually, but not always, worked by local 
authoiities At the end of December 1928 theie were m Great 
Britain 2514 route miles open foi traffic The net receipts were 
£7,478,000, the total paid-up capital being £104 millions, showing 
a return of 7 2 per cent on the capital In some centres of large 
population, as in London, tramways m recent years have not been 
able to compete with private bus companies Tranlways have 
usually to bear part of the upkeep of roads In the last accounts 
of the London County Council there is a charge, for example, of 
£269,600 per annum ui the tramways accounts for maintenance 
of the road service wluch the Borough Councils would have had to 
meet if there iveie no tramw^ay system Tramways are, m these 
cncumstanceb, sometunes unable to pay a siutably high rate of 
wages 

Next, ivith regard to railways The importance of this 
domam may be seen from the fact that the mileage of the world’s 
railways is to-day over 760,000 miles, of which approximately one 
half is m America and one-third in Europe America and Europe 
account for a total of four-fifths of total world mileage or 80 per 
cent Of the lemammg 20 per cent 11 per cent is m Asia, 5 per 
cent m Africa, and 4 per cent in Australia A great authority 
estimated at the end of last century that railways probably lepre- 
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sented one-tenth of the total wealth of the civilised nations, and 
one-fourth, if not one-thud, of theu total invested capital, an 
amount much higher than any other important undertaking ^ 
To-day the i ail way density, ^ c the number of miles of railway 
per 100 square miles, is greatest in Belgium and lowest in Persia 
Great Britain, Holland, and Erance are far hehmd in this respect 
In railway mileage per 10,000 inhabitants Australia (Western 
Australia) holds the premier position, followed by Canada, New 
Zealand, the Argentine, and the United States In this China 
holds the record for isolation The railway mileage is evenly 
distributed between the new w'^orld and the old world The 




C apital 

(000,000) 

Wnr1,„i„ 


Percentage to 
Capital of 



Expenses 

(000,000) 

Earnings 

(000 000) 

Working 

Expenses 

Net 

Enrnlngs 

United Kingdom 

1920 

£1328 

£262 

£53 

19 7 

40 


1022-23 

Ks CC90 

RsTlO 

Hs 330 

10 9 

49 

C iiiada 

1020 

S2H1 

$616 

$24 

22 0 

1 0 

Australia 

1921-22 

£261 

£30 

£8 

12 0 

32 

Neiv Zealand 
Union of South 

1922-23 

£40 

£5 5 

£1 2 

13 8 

30 

Africa 

1922 

£105 

£21 

£2 6 

20 0 

24 

USA 

1022 

$22,300 

S45U0 

$1100 

20 2 

1 49 

Japan 

1020 

Y1188 

Y271 

Y78 

1 

22 8 

1 6 B 


» After deducting from the gross earnings working expenses only 


Umted States possesses a greatei mileage than the whole of 
Europe, the figures being respectively 264,000 and 238,000 miles 
The average miles of line per 10,000 population is 6 8 for Eiuope, 
22 0 for North America, 0 8 for Asia, 22 4 for Australia, 8 4 
for South America, and 3 5 for Africa The capital mvested is 
over £9000 millions, divided evenly betw^een Europe and the rest 
of the world The Umted States on account of its great mileage 
(264 000) has the largest amount of capital, over £4000 millions 
The capital cost on a route mileage basis is greater m Great 
Britain than in other countries because of the high standai ds of 
the original builders and of the Board of Trade’s safety require- 
ments This, together with the fact that many of the lines are 
double or treble, accounts for the comparatively high cost The 
route mileage capital is also high in Holland, Belgium, Erance, 
1 Hadley, The Bmlvmys of Amei ica, London, 1800 
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Biv 

and Italy The tinancial result of railways m vaiious countries 
are set out in the table on previous page 

There are only a few countries in which railways are privately 
ow'ned, the most important being the United States (250,000 
miles), Great Britain (24,000 miles), and Spam (10,000 miles) 
In most countries railways are owned by the State, and wmrked 
either by the State or by the State and private companies 

The question of State or private ownership does not make any 
considerable difference m the system of rate making adopted by 
an efficient railway A State railwmy arranges its rates to pay 


The State Domain — Railways 


I Slate opeialed 


Russia 

Germain 

Australia 

Mexico 

Italy 

Poland 

Union of Smith Africa 


mies 

46.000 

38.000 

36.000 

27.000 

16.000 

13.000 

12.000 
12,000 


Rumania 

Switzerland 
Austria 
Denmark 
New Zealand 
Norway 


Total (15 countries) = 228,0(J0 miles 


Canada 

Prance 

Argentina 

Srazil 

Sweden 


II State and pi ivately operated 


tUles 


40.000 

26.000 
22,000 
17,000 

9,000 


Japan 

China 

Chile 

Hungary 

Holland 


Total (10 countries) =140,000 miles 


Milos 

7.000 

5.000 

4.000 

4.000 

3.000 

3.000 

2.000 


Miles 

8,000 

7.000 

6.000 

4.000 

2.000 


interest on its capital ]ust as a private company has to do In 
theory the operating of railways by the State has much to com- 
mend itself, but the question is one which can be argued only 
after an examination of local conditions Where the officials aie 
as intelligent and as energetic as those in private companies, and 
able to act in the interest of the public to the same degree, the 
monopoly which the Government enjoys wdl not be abused In 
fact it may be otherwise “ The question ”, says Hadley, “ is one 
which practical railwaymen have long smee ceased to argue on 
general principles , they recognise that the answer depends upon 
the respective degree of talent and integrity which characterises 
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the hu&mess community on the one hand and the Government 
officials on the other ” 

The Acworth Committee on Indian Railways, while favouring 
State operation for India, set out the case thus “ An important 
and weighty section of opmion, mcluding that of the Railway 
Board, is opposed to the view that State management is the best, 
holding that, as railways are pnmaidy commercial undertakings, 
they should be managed on a commercial basis, so as to secure 
economy and efficiency, that is to say, by a company with a Board 
of Directors The followmg are held by the same body of opmion 
to be some of the defects in State management (1) Constant 
transfers of senior officials, resulting in lack of continuity of 
policy , (2) the tendency to give promotion on the grounds of 
seniority alone without sufficient regard to efficiency or local 
knowledge , (3) disregard of public opimon , and (4) lack of 
initiate e and flexibihty Further, as regards the co-existeuce 
of company-managed railways and State railways, it is urged that 
improvements in the administration of State railways, which have 
been ehected during past years, are mainly due to the emulation 
inspired by company management , in other woids, that the 
initiative lies with the* company-managed railways, and that 
emulation and comparison provide healthy results in the case of 
Statc-woiked lines ” ^ The case for State management was 
expressed as follows “ A large section of the Indian public 
supports the adoption of this system, because it beheves that 
company management does not encourage the development of 
indigenous industiies by sufficiently favourable treatment , 
that it gives preferential treatment to import and export goods , 
that under the present system of company management large 
profits aie made m British interests , and that hitherto the 
companies have not emploved Indians in higher appointments 
except to a very limited extent, and have not granted them 
adequate facilities for technical traming Without pausing to 
argue here whether these views are correct or not, we venture to 
think they are colomed by the impression that company manage- 
ment necessarily connotes management through Boards m London 
This, however, is not an essential condition of company manage- 
ment in India ” ^ In India it may be noted that the State 
generally owns the lines, and the lines aie worked either by State 
^ Cmd 1612 of 1921, paragraph 264 * Ibid , paragraph 266 
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or (a) guaranteed and (6) independent companies The State 
Imes comprise more than two-thirds of the combmed total lines of 
Biitish India and Native States At the present time India occu- 
pies the thnd place m respect of railway mileage among the coun- 
tries of the world and nearly 90 per cent is State propeity and 
under Government hnancial contiol, while one-half is already 
under State management The Goveinment was committed to a 
pohcy of tiansfei of management to India as the corapames’ 
contracts fell in The old controversy of State versus company 
management is now dead, and the State management has so far 
been financially and otherwise a success On the other hand, 
Great Britain and the United States afloid the best example of 
railways managed by private companies 

The Prussian railways were lor long regarded as probably the 
best-operated State railways m the woild ^ The railways m othei 
states of the German Eeich did not yield a large return on the 
capital sunk m them From 1st April 1920 the various State rad- 
ivays, including those of Prussia, weie transferred to the Fedeial 
Goveinment In accordance with the Dawes Plan German 
lailvays were transferred to a private German company (the 
Reichsbahn Gesellschaft) with a nominal eapital of £1,300,000,000, 
which manages the system The railways are the property of the 
State It is the largest i ailway company in the world, the mileage 
being 58,388 kilometres or 30,281 miles The Government is a 
large shareholdei, holding £650 millions of fully paid ordinary 
shales In Prance by the law of July 1842 the construction of 
railways was left mainly to compames, but are subject to control 
by Government authoiities with regard to the method of opera- 
tion This control is said by impartial authorities to deaden the 
activity of the companies The State works one of the seven 
impoitant systems The concessions granted to the other six 
companies expire on vaiious dates from 1950 to 1960 Of the rail- 
w^ays ot other countries, namely, Russia, India, Australia, Mexico, 
Italy, HoDand, the Umon of South Africa, Rumama, Poland, New 
Zealand, and Noiway, the one generahsation that may be made is 
that the return on the capital has not been high In 1909 m Mexico 
the mam railway hues were united in one corporation— the National 
Railways of Mexico Since 1914 this system, and practically all 

^ Of The Economic Development of France and Germany, J H Claplmm 
(Cambridge University Press, 1921) 
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the private hnes, have been taken over by Government In 1910 
the Government hnes of the Umon of South Africa were merged 
into one system — the South African Eailways, under the control 
of the Umon Government In Belgium m 1919 there were 2759 
miles belonging to the State, excluding hght railways, and private 
hnes were 184 mdea In Hungary of 4493 nules of railways 1856 
are owned by the State In Switzerland m 1920 the State rail- 
ways had a length of 3881 miles, and in Austria 2964 miles out of 
4274 were operated by the State About half of the single track 
in Canada is owned by the State under the name of the Canadian 
National Eailways In the Argentine 1 8 per cent of the railway 
mileage belongs to the State Many of the railways in the 
Argentine have been constructed with the aid of British capital 
In Brazil of the total mileage which belongs to the State 3980 
were administered directly and the lest were farmed out In 
Holland all railways aie private There is, however, one State 
company, but this is only so because the road is owned by the 
State 

Speaking geneially, then, it may be said that m most countries 
the railways are owned by the State, and with the exception of the 
United States, Great Britain, and Spain aie either (a) State 
operated or (!>) operated by the State and by private comiiames 
with a varying degree of State supervision There are very few 
countries in the world where State supervision is confined mainly, 
as m England, to the interests of pubhc safety In England the 
free system of railway building and management has resulted in 
progressive methods which have been copied in many other 
countries At the same time there is the disadvantage that the 
public may be inadequately protected because the comts are un- 
willing to interfere, although m recent years, both in Great Britain 
and in the United States, there has been an increase in legislative 
interference with railways 

In radway finance rates are not determined by free competi- 
tion This does not and cannot exist, as this is not to the interest 
either of the compames or of the pubhc It produces an un- 
certamty with regard to rates which prevents stable prices , it 
assists unscrupulous agreements between competing hnes with 
regard to rates by pooling or dividmg the traffic, and the rates 
are made not on the principle of equal mdeage, le the rates 
propoitionate to the distance, but according to movement expenses 
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and teiminal expenses, % e freight pays its share of the terminal 
expenses independently of the distance and the mileage charged 
according to the length of haul Rates are reduced where the 
increase of business makes it profitable, or kept high where such 
a low chaige would be unprohtable or where business is not 
expanding The theory of charging according to what the tiaffic 
■wdl bear is, as Hadley pomts out, “ an unpopular one because it 
has been rmsapphed by railway manageis and made an excuse for 
charging what the traffac will not bear Rightly applied, however, 
it 13 the only sound economic principle It means taxation 
according to ability — that abihty bemg determined by actual 
experiment ” 

There are two other important points which demand atten- 
tion in the public domam of railways, and these aie (1) the scheme 
of fixing rates m Older to pay a smtable return on capital as 
fixed by the well-known American Act — ^the Transportation 
(Esch-Cummins) Act of 1920 amending the original (1887) Act to 
Regulate Commerce, and (2) the separation of the railway Budget 
from the general Budget 

The Inter-State Commerce Commission, under the Act of 
1920, was mstiucted by the Congress to establish rates which 
would yield a net operatmg mcome sufficient to pay a fair rate of 
return upon the value of the railway properties held for and used 
m transportation The rate was fixed at per cent, with an 
extra half per cent for improvements chargeable to capital 
accounts (6 per cent m all) for the first two years This applied 
to the railways as a whole, or to a group of railways, and not to 
individual railways in a group The rate which yields 6 per cent 
to all the railways m a group may yield more than 6 per cent to 
some and less than 6 per cent to others No rehef is provided for 
railways which earn less than 6 pei cent, but when more than 
6 per cent is earned by a railway the excess is divided evenly with 
Government, the railway holdmg its proportion m a reserve fund, 
and the half which goes to the Government bemg used as a general 
railroad contmgent fund to be admmistered by the Commission m 
assisting the weak railways by loans The reserve fund created 
by a railway from its excess earmngs is to be held for mterest 
charges or dividends m lean years, but when that sum is more 
than 5 per cent of its property value, the excess over 5 per cent 
may be used for any lawful purposes The groupmg of railways 



NON-TAX REVENUE 


729 


in America under this Act leads to economy It has also led to a 
similar economy m Great Bntam, where, under the Railways Act 
of 1921 (which came mto operation m January 1923), all the rad- 
ways aie grouped mto four systems, namely, (1) the London 
Midland and Scottish , (2) the London and North-Eastern , 
(3) the Great Western , and (4) the Southern 

The question of separatmg the radway Budget from the State 
Budget was attempted m Prussia as long ago as 1878 The rail- 
ways were too prosperous to allow the scheme to be achieved In 
Italy, however, the railways have a separate Budget In France 
the railway Budget, which is worked by the State, is treated as an 
‘ ' annexe ’’tothegeneral Budget In the South African Union Act 
it IS provided that the railways of the Union shall be so operated 
that the gross receipts shall not be more than sufficient to cover 
workmg expenses, reserves, and mterest on capital If there is a 
surplus it IS to be devoted either to improvements m facilities or 
reduction m rates If, on the other hand, there is a deficit, rates 
and charges shall be increased to cover it In Switzerland the 
Pui chase Act provides that “ the radway accounts shall be kept 
separate from the other federal accoimts, so that the financial 
position of the radways can at all times be clearly ascertamed, and 
that ladway earmngs shall be devoted only to ladway purposes ” 
The control of new railway capital issues and of railway tariffs, 
and the voting of the radway Budget are reserved to the Swiss 
Parliament, but any surplus of levenue after meetmg workmg 
expenses, mteiest, and sinkmg funds is devoted to radway pur- 
poses If the revenue fall short of expenditure, the State meets 
the deficit In Japan the radway Budget is entuely separate 
The radways, under the Act of 1909, have a separate capital 
account entirely distmct from the general accoimt As the 
official report says, “ This financial mdependence has given very 
great convenience and facilities m the management of the Imperial 
radways, as, mdeed, it has made the radway finance one of special 
character among all the special accounts created by the Imperial 
Treasury In short, the change has made the radway finance a 
financial agency specially adapted for the management of ladway 
busmess ” ^ The Fmance Mmister of India, ni his Budget pro- 
posals of the 29th February 1924, proposed a scheme by which a 
Budget, separate from the general Budget, will be achieved, the 
1 Cf Cmd 1612, 1921, p 36 (Acworth Repoit on Indian Railways) 
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Government receiving (1) a sum sufficient to pay in full the 
mterest on capital mvested by Government m commercial hues , 
(2) an additional dividend of five-sixths of 1 per cent on that 
capital , and (3) m addition a share of one-fifth of any surplus 
earnmgs that may be secured The railways, on the other hand, 
will have the right to letam any surplus over and above what 
they pay to the Government, and to apply it to railway purposes, 
first of all m order to create reserves, and then by issuing these 
reserves to improve the services which they render to the public 
01 by leducmg the prices charged for these services The Govern- 
ment of India and the Legislative Assembly are to remain m 
complete control of the railway admmistration as at present, and 
at the same time the railways will become, m the words of the 
Fmance Mmister, “ a real commercial undertalcmg managed on 
commercial lines ” 

In the chapter on expenditure m regard to the commercial 
finances of Government (Chapter IX , paragraph 3), the advan- 
tages of trade railways as commercial undei takings were discussed 
It is, hovever, essential to pomt out that m many countries any 
money not spent by the end of the financial year lapses when the 
laiiwa}' Budget forms part of the State Budget, and the railways 
thereby lose their unspent balances That is a great hmdrance 
to efficient management There are, too, (1) the difficulty arismg 
from the receipt of funds too late m the year, so that funds cannot 
be spent advantageously, and (2) the futility of undertaking such 
projects when the contmuance of funds in the followmg year is 
uncertain Could anythmg be moie bewildering than the letter 
sent by the Indian Railway Board to the Great Indian Peninsula 
Railway Company m December 1920 ^ It runs as follows 

I am directed to inform you that five lakhs have been allotted 
m the si\ months’ estimates with a view to making a commence- 
ment on the construction of the Warora-Pisgaon Railway from 
Majri to Rajur I am to request that you will make arrangements 
for construction to proceed as quickly as possible with prehminaries 
up to the hmit of this allotment There is no expectation at present 
of any money being available for this line in next year and work 
mav have to be temporarily suspended ^ 

111 the Indian Budget of 1925 Railway Fmance has, for the 

» Cmd 1612, 1921, p 22 
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first time, been separated from General Finance In September 
1924 the Legislative Assembly established that railways should 
pay annually a fixed contribution to general revenues, and if the 
net balance remaimng to railways exceeded a fixed sum, one- 
tliiid of this excess had to be handed over to general revenues ^ 
The railways are run as a commercial concern to a degree that 
was hitherto impossible, and the taxpayer receives a contribution 
from the profits of capital mvested in railways The ddfaculty 
of distinguishing between a temporary and a peimanent surplus 
(oi deficit) in Budget accounts under this heading will be less 
than hitherto 

' The figures for 1124-26 are auniraansed thus Net leceipts from laihvays, 
0 74 crores , fixed oontiibution to general lovenuea, 6 09 croies since the 
balance, 4 05 crores, exceeds d crores the Central Government rceciv c» in addition 
one third of such excess, oi 0 65 crore Total amount credited to geneial 
revenues, 5 64 cioies, leaving 4 10 crores for transfer to Eailw ay Keservo On Slat 
Match 1933 the total capital at charge m as Rs 8,77 ci ores (4057,038,000) anti the 
net earnings of the ladv nj s in 1032-33 amounted to Rs 2731 lakhs (120,482,000), 
shoving a percentage of 3 1 on the total capital chaige The net gam to the 
C'tntinl Qo\ einuieiit fiom “ Budget Lines ” was Rs 6 2 croies in 19 12-33 The 
paxment of the cuntiibiitioii has been held m abevance during the piesent trade 
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LOC^L T4.XATr0N 

1 Growth of Local Taxation 

In tLe j)iesent century, esiieciaUy since tlie War, the enoimous 
growth of local self-government in almost every country of the 
world has given great importance to the subject of local taxation 
There has been an insistent demand not merely from cities and 
urban districts but also from rural areas for greater services on 
the part of local government authorities This is not unnatural 
owmg to the change in men’s ideas as to the sphere of local public 
efioit m regard to the social seivices, especially education and 
samtation, to the increase in tlie standard of comfoi t, one of the 
results of the considerable expenditure on the social services, and 
also to the change in the jirice-level in recent decades which has 
meant a revision in salaries, wages, and other costs which cannot 
be reduced m existing cucumstances to any great degree This 
has led, as never before, to a great growth in local expenditure 
and to an everlastmg struggle on the part of local authorities to 
make both ends meet by raising additional revenue laigely 
through taxation The expenditure of local authorities, for 
example in England and Wales m 1885 was less than £54 milhons, 
in 1913-14, tho pre-War year, it rose to £148 millions, while in 
1931-32 it was as much as £436 milhons ^ In other words, there 
was an increase of £287 millions, or 194 per cent, m local expendi- 
ture 111 the short space of eighteen years Similar large increases 
are to be found m the majority of all other countries of industrial 
importance To meet the mcreased expenditure local authorities 
have been compelled to resort to mcreased taxation and to 
additional grants fiom national, and m federal constitutions from 
^ This IS expenchtuie other than expenditure out of loans 
732 
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state 01 provincial, governments, and also to loans At the 
present time the pioportion which local taxation beais to total 
taxation is very considerable It varies from one-third to two- 
fifths or even higher in the United States, Canada, New Zealand, 
Germany, and Japan, while in othei countries such as Great 
Britain, Austxalia, France, Hungary, and Italy it is about one- 
fifth Local self-government in the Umted States as m Gieat 
Britain is highly developed Local authorities in the United 
States raised about 57 per cent of the total (Federal, state, and 
local) tax revenue, m 1933, while only 20 per cent was collected 
by the state governments Local authorities laise proportion- 
ately more than in any other country This is a contrast with 
India, where provmcial governments are strong and local 
authorities, with raie exceptions, weak 


The Iotohtance op Local Taxation as coiarAiirD with that op 
National anu State or Provinciai Taxation 
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2 Scope op Local Taxation 

Tke sorvicGs admmistered by local autborities may be genei- 
ally grouped under two mam beads, namely, (i) national oi 
onerous and (n) local or beneficial On the Continent the 
classification is somewhat similar — obligatory and optional A 
third classification is that adopted by the British Departmental 
Committee on Local Taxation, 1912, which divided local adminis- 
tered services into (1) local services and (2) semi-national services, 
as rile tiords “ onerous ” and “ beneficial ” had given rise to some 
confusion of thought in regard to the proper amount of assistance 
to be given to the local authorities by the State In local taxa- 
tion theie are services of a national oi semi-national nature which 
local authorities aie required to undertake They are really 
national services earned out in the interests of the community 
at large, or quasi-national services carried out more m the interests 
of the community at large than of any particular locality 
Examples of this class are police, education, public assistance m 
regard to the able-bodied oxmnemployment relief, and the mam- 
tenance of arterial roads ^ The State has undoubtedly an interest 
m the efficiency of these services as to justify its support and 
supervision or even control m admimstration The national or 
State government gives subventions or grants or permits additions 
to its own taxes on bebalf of local authorities to meet at least a 
part of expenditure on these services The remainder is defrayed 
fiom taxes or rates levied mamly upon loal property, viz land 
and bin! dings J In the United States the basis of lateable value 
is the capital value of the real property while in Great Britam it 
IS the annual rental value, which is the rent which it might 
reasonably fetch excluding the tenant’s usual rates and taxes 
less an allowance for the probable annual cost of upkeep, such as 
the cost of repaus and insurance They are payable in England 
and Wales by the occupiers of the laud and buildmgs and m 
Scotland, since the seventeenth century, half on occupiers and 
half on owners The amount is determined by three factors — 
the cost of local services, the proportion of that cost borne by 
the national or State government, and the rateable value of aU 
the property m the district These national or quasi-national 
services are mdistmguishable m prmoiple &om services which the 
central authority admimsters and of which it bears the entire 
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cost It IS for this reason that under the Local Government Act, 
1929, the British Government gives large block grants to local 
authorities in rehef of rates, not directly allocated to specified 
ffiivLces The Central Government has taken over under the 
Unemployment Act, 1934, from local authorities the responsibibty 
of pubhc assistance to the able-bodied between the ages of sixteen 
and Bixty-five If the Government does not undertake the 
administration of these services, then it gives grants for specified 
sei vices to ensure that they wiU be carried out with efficiency as 
these services effect the commumty at large 
*1/ In regard to local services the prmciple of benefit lathei than 
] ability to pay is, as far as possible, employed Lightmg, the dis- 
posal of sewage, the removal of refuse, the supply of water, and 
the piovision of parks are purely local services m so far as the 
benefit from these acciues to members of the particular locahty 
and are not to any maiked degree for the benefit of the com- 
miimty as a whole These are, therefore, on a different footing 
from the other bianch of the services of local authoiities 

IVhethci we take the county or the borough in England, the 
a))ondmement in Eiance, the eircle m Geimany, or the county in 
Japan, we find a general similarity m aclmnuatration — ^govern- 
ment by a council with an elected head, and also a similarity in 
functions perfoimed The services are usually divided mto six 
groups (i) education, mcludmg hbraiies, picture galleries, and 
museums , (u) public health, mcludmg water supply, drainage, 
conservancy, hospitals, matermty and child welfare, housing, 
town impiovement, lighting, and the regulation of traffic , (ui) 
roads, streets, and bridges , (iv) pubhc assistances, mcludmg the 
maintenance of asylums for lunatics and defectives (v) police, 
including prisons , (vi) agriculture, including riual industries, 
diseases of animals, pests, fertdisers, small-holdings, and allot- 
ments In a few countries some of these functions only are per- 
formed, in others theie are additional functions such as the 
collection of taxes, elections to the legislature, the registration 
of electors, the admirustiation of insurance schemes and of old 
age pensions In many countries, as in Great Britam, the State 
undertakes the control of the pohee force and contributes towards 
its upkeep, while the mamtenance of the force devolves on local 
authorities In France the State undertakes the mamtenance of 
the general police force of the countiy and the local police 
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authonties the luial police In Japan, however, the police is 
paid by the piefectures and no part of it is borne by the cities 
or towns and villages In India the police is paid foi by the 
provincial governments except m areas duectly under the Central 
Government 

To meet the services provided by local authorities taxes are 
levied, usually on land and buildings In France and Japan the 
mam somce of taxes is smcharges on national and prefectural 
taxes and m Fiance also octrois and taxes in place of the octrois 
duties, load taxes, revenues fiom public utilities, as well as 
income from common funds belonging to the communes Theie 
lb, on examination, greater similarity in most countries in the 
sources of local revenue than at hrst would appear to be the case 
Thus m Belgium, Italy, Spam, and Germany supplements to 
national taxes as well as shares in national taxes are a very large 
source of revenue to local authorities In Belgium for the year 
ended 31st October 1933 local taxation was derived to the 
extent of 214 million francs from shares in national taxes 
and to the extent of 516 million francs by supplements out 
of a total local taxation levenue of 760 million francs In 
Italy supplements to the house and land tax amounted to 
1307 million lire out of a total taxation of 4243 milhou lire 
111 1932 In Spam supplements to national taxation for the 
year endmg December 1933 woie 81 million pesetas and the 
share in national taxes 46 miUion pesetas out of a total of 
municipal taxation amounting to 143 million pesetas Local 
taxation m Germany was mainly from real estate and occupa- 
tional taxes, 30 and 16 per cent respectively, 21 per cent 
from income and local citizens’ taxes, 10 per cent from rents, 
10 per cent from general and selective sales taxes, 4 per 
cent from motor vehicles, 6 per cent from beverage taxes, 
and the remainder from miscellaneous taxes such as the 
blaughter tax and the amusement tax In Great Britam and 
111 the Umted States we have the taxation of real property 
to an outstanding degree The general property tax is the 
mainstay of local authorities m the United States In the' 
United States, too, there aie poll taxes, taxes on corporations, 
and special taxes on msurance companies and banks, telegraphs, 
telephones, gas and electricity compames, and the taxation of 
vehicles and motor fuel or gasolene The last of these is very 
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productive Local autliorities m neaily all countriea have re- 
course to property as tiie ruain source of their tax revenue This 
adverse diSerentiation against property is the result usually of 
historical causes, but administrative convenience may be said to 
have been the chief motive underlymg the imposition of the tax 
or rate In the Umted States the general property tax is far and 
away the main source of local authorities’ revenue, but, m recent 
years, the taxation of gasolene, motor vehicle registration, and 
taxes on corpoiations have brought in greatly increased revenues, 
notably in New York, Pennsylvama, New Jeisey, and Massa- 
chusetts S pecial assessments in American mumcipal finance 
have now become important as a means of paymg for the large 
improvements which cities find it necessary to undertake In 
the Umted Kingdom the main sources of local taxation are 
buildings and land and grants from the National Government 
In Canada, as, foi example, in New Brunswick, there is a general 
property tax, a poll tax, an income tax, and fixed licences on 
auctioneeis, non-residents, pedlars, and transient traders In 
Nova Scotia local taxation includes the taxation of real and 
personal property and a poll tax, a dog tax, licences to traders 
and special annual taxes on insiuance companies, banks, cable 
and terminal compames together with a household tax, the basis 
of which is 10 pel cent of the value of the house if valued at 
$1000 or ovei There is also an income tax for local purposes, 
the assessment foi which is very unsatistactory In Austiaha 
property is the mam source of local revenues In Western 
Australia, for example, the late vanes accorcbng to the require- 
ments of the locality and is levied on the annual rental value of 
the property less iO pci cent There is also a tax from 3d to 2s 
in the pound on the unimproved value of land or annual value 
for the upkeep of roads In Queensland there is also a general 
rate up to Is in the pound on the unimproved value of land In 
Tasmania land is taxed for local purposes from Is 6d m the 
pound to 6s 3d and improvements from 7} to 26J per cent, the 
rate — not a graduated tax — varymg accoidmg to the locahty 
In many cases the taxes are supplemented by licences such as 
dog taxes and licences on motor vehicles Mumcipahties m 
Sweden under the General Mumcipahties Tax Law tax real estate 
and mcome There are m addition a road tax, a dog tax, an 
amusement tax, and an excise duty on wood when the timber is 
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cut In Italy the communes levy taxes on wme, milk, perfumes, 
soaps, and other articles of consumption, mcludmg gas and elec- 
tricity Octiois are since 1923 levied by communes Up to 
1933 the Italian Government received a share m octrois, but from 
Septembei 1923 communes weie given the sole right to levy 
dutiob in lieu of Goveinmont subsidies There is a house tax 
based on the rental value of the house A family tax based on 
the total family income iismg to a maximum of 8 pei cent Taxes 
are levied in the form of licences for hotels and dance-halls, 
domestic servants and ammals, and on piofessions and on public 
notices There is a tax on the unearned increment foUowmg 
public improvements and the expfijision of population, but manu- 
facturing areas are excludedv^Tn India, where local self-govern- 
ments’ ^ancial lesouroes aie qiute madequate, property is the 
basis of much taxation together with taxes on professions, trades, 
and callings, octioi duties, terminal taxes, taxes on vehicles, and 
fees fiom public iindertalangs such as water supply and the 
removal of sewage and lefuse An “ additional ” tax is permitted 
on the land lev^ue or tax — the proceeds gomg to the District 
Local Boards "'^It is usually limited to 6^ per cent, although 
m Bombay the Local Fund rate may be raised to a maxi- 
mum of 12J- per cent Taxes on unearned increment are 
levied under the Bombay and Madras Town Plannmg Acts and 
under the Eangoon Development Trust Act The incidence of 
local taxation even aftei takmg into account the low pet capita 
income is light as compared with local taxation m most other 
countries / Glasgow, for example, contains the same population 
as that o/ Calcutta but it has twelve times its income 

Theie are shared revenues as in Great Britain France, the 
German Reich, and m the Commonwealth Governments of the 
United States Local authorities are entitled to obtain a share 
of the national taxes In addition peimission is, as we have seen, 
granted m some countries to local authorities to impose a per- 
centage addition on both national and State taxes, departmental 
, or prefecturial taxes 

/ Local receipts may be convemently grouped under the follow- 
f mg heads (i) taxes on real property (land and buddings) , 
(u) taxes on mdustry and trade and on mdustrial calbngs and 
professions, such as the taxation of corporations in the states of 
the American Umon and the taxation of professions, trades, and 
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callings in many countries , (m) taxes on imports and exports 
(octrois and termmal taxes) , (iv) the taxation of special articles 
such as gasolene, motor cars, beer and articles of consumption 
generally , (v) a special tax on site values , (vi) grants from tlie 
State Treasury either in the form of a shaie of the total cost or in 
the lorm of a block grant fixed for a period of yeais or in the form 
of a share of the national revenues , (vu) an addition to national 
or promncial taxes , (vui) a tax on pubhc utilities by chargiugior_ 
public utility services in such a way that profits are made and 
used for the relief of rates , (ix) miscellaneous sources All of 
these classes of revenue may not be used at the same time and 
they vary from country to country and from locahty to locahty 

It is necessary to comment briefly on several of these forms of 
local taxation The property tax in the Umted States for local 
purposes is levied by countries, cities, towns, school districts, and 
similar local authoiities over which is the State oi Common- 
wealth Government The geneial property tax is the principal 
source of levenue of local tax authoiities as it is of the State 
Governments, and the proceeds of the tax are used for both State 
and local piuposes, except in one oi two states such as Penn- 
sylvania, North Caiolina, and California, u heie it is not used for 
State but only for county purposes The importance of this tax 
may be seen from the fact that in 1926 one-fourth of the total 
State revenue was from this source and from one-half to two- 
thirds of all the revenues of cities with a population of 30,000 or 
over In the same year cities with a population of 30,000 and 
over — 250 cities m all — in the Umted States obtained 63 8 
pel cent of their revenues from the geneial property tax as 
compared ivith 10 2 per cent from public utilities and 7 6 per 
cent from special assessments, 4 per cent from subventions, 

2 9 per cent from hcences, and 11 6 from other sources, tax and 
non-tax 

The property tax dates from the eaily Colonial period when 
it was necessary to iirovnde funds for common piurposes such as 
roads, bridges, or school buildings In its early history the tax 
may have been a fan index to ability and smted to the social 
conditions of the time The mam principles underlymg the 
geneial property tax then were (1) that the mdividual should 
pay to the support of the Government m proportion to his abdity, 
and (2) that property m general, viewed as a whole, was the 
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.measure of the indmdual’s abdity to pay In its eaily history 
the tax was found to be equitable and suited to social conditions 
The assessoi counted up the various forms of piopeity, land, 
houses, cattle and furniture, and valued these vaiious items At 
first it nas arbitrary, but in time corresponded m the mam uith 
the market puce oi capital value of the property With the 
development oi social and economic conditions it was no longer 
an adequate measure of ability to pay, and earnings, rents of land, 
and products of individual effort were taxed In the tax law of 
Ohio, 1846, foi example, we find “ All property whether real or 
personal within this state and all monies and ci edits of persons 
lesidmg therein unless exempted shall be subject to taxation ” ^ 
By the middle oi the nmeteenth century the tax had thus become 
a personal tax Owing to the development of property in its 
various forms, such as stocks, bonds, mortgages, etc , the tax 
became less and less personal The tax imposed at present, how- 
evei , by local authorities is generally a tax on tangible property, 
tea tax on all real estate within the taxing aiea and on such 
tangible personal property as can be found ^ In many states 
intangible property ls also taxed, but as this property is also 
separately taxed there is double taxation Owing to the nature of 
the property it often leads to very consideiable evasion Nearly 
85 per cent of the tax is on real estate and other tangible property 
For the administration of the tax each state is divided into 
assessment districts which vary m size In New England the 
township IS the distiict, while m Virginia it is the county, and in 
cities it is usually the waid The assessment loll or list showing 
every foim of leal estate is prepared afresh every yeai and the 
necessary changes in the oiraership of personal property are made 
The assessed value is nob always the market value of the 
property In Chicago, for example, real estate for assessment 
purposes is valued at about one-quarter of its market value 
Bmldmgs are not always valued separately, but a lump sum is 
put down for the land and buddings The valuation figures are 
used ordinarily for both city and county purposes, and also for 
the state where the property tax is levied for state purposes 
Valuable lessons are to be learned from the American system 
of valuation, especially that m force in New York Speaking 
generally, it may be said to illustrate all the faults likely to 
^ Quoted by Lutz, Pubhc Finance, p 322 
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arise from puttmg mto untrained hands a difficult and technical 
matter Sometimes the method of valuation is not uniform 
even in the same city “ How the assessor ariives at this value 
IS known only to himself Although the laws usually stipulate 
that he shall assess property at its fair market or cash value, 
and thus give him a quasi-] udicial duty to perform, the average 
assessor often sets up his own standards in violation of this 
statutory instruction He begms, as a rule, by takmg the 
values set by his predecessor upon the properties, and then 
proceeds to raise oi lower these or to leave them as they 
were Sometimes the assessors follow the general pohcy of 
makmg all valuations low m order to attract mdustries to the 
city or to ease the burden of State and county taxes Some- 
times, on the other hand, they try to raise assessments all along 
the line in order to keep the nominal tax-rate down or to enhance 
the city’s borrowmg power when this is fixed m terms of total 
valuations Some assessors arrive at a value for buildmgs by 
estimatmg what an owner could get for both land and buildmgs, 
and then deducting what he could probably get for the land alone , 
others estimate the oiigmal cost of the buildmgs, less deprecia- 
tion , others, again, try to set doivn the leproduction cost 
Although 'unifoimity m such things is what statutes require and 
what fairness demands, there is usually no approach to it among 
difterent cities of the same state or sometimes in different parts 
of the same city ” ^ In New York city, however, a very elaborate 
system of classification of bmldings according to tyjie, cost per 
square foot of floor space, etc , is used, and other tests such as the 
puce at which a bmlding of this class was sold, or current rental 
values are also taken mto consideration as checks New York has 
found this scientific method both practicable and remunerative 

The rate of the tax is expiessed in the form of so many mills 
on the dollar of assessed value The most common way of deter- 
mining the millage is the same as in Great Britain, i e the total 
amount required for the year is divided by the total of the assess- 
ment roll Another method is to fix the lates foi different items 
of expeiicbture such as 5 mills for schools, 3 for roads and so on, 

^ Munro Fnnciples and Methods of Municipal Admimstratwn (Nev York 
The Macmillan Co , 1920), p 415 In assessing personal pioperty under the 
pioperty tax the assessors usualh fix a sum uliirh will be paid without protest 
or appeal to Ligliei aiitlioiities 
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and every activity confines ]^s eitpenditure as far as possible to 
the amount thus pioduced In.certain states the tax raised is a 
combination of difierent lates levied by the vaiious authorities 
Property in a state, for example, may have had to beai 30 cents 
as a state tax, 50 cents as a county, 75 as a city or to-vvn, and 25 
cents as a school district tax Education is usually financed from 
property taxes, but also fiom mcome taxes, poll taxes, inheritance 
taxes, sales taxes, and severance taxes, the last of which are taxes 
on mineral production and on other products severed from the soil 
Most of the charges for education falls on property taxes for the 
upkeep of the State School Fund and for State Umversities A 
few states, however, do not defimtely earmark taxes for educa- 
tional pmposes, although they provide often relatively a larger 
proportion from state tax sources and schools than do those 
which provide a claim on special levenues In the case of large 
corporations such as banlvs, msurance compames, railways, etc , 
it IS not, as we have seen, an easy method to assess them for local 
purposes Hence they are assessed wholly by the States Tax 
Commission, and either the state appropriates the entire proceeds 
of the tax or the assessments are apportioned dis^||H|| 

Property used for religious, charitable, and eduq^H||| 

IS exempt from taxation generally It is usual to^^pTan^MiPB 
tion of a certain amount of furmture, household tools, etc \ 

The taxpayers can appeal to a Board of Eeview oi a Board of 
Equalisation if they consider that they have been too heavily 
assessed The Board consists usually of the County Goveimng 
Board oi a Boaid of City Fathers 

The general property tax is to be condemned on account of 
its theoietical and practical defects It does not accord with the 
piinciples of a good tax It lacks uniformity, it is regij^glve, 
leads to double taxation and evasion \ As Lerqj Beaulieu saya,i 
“ Eaieinent dans la fiscalite modeiue on a invente d’mstiumpnt 
plus grossier ” 

Poll taxes and special assessments are to he found side by 
side with these property taxes and also licence taxes on businesses 
or occupations Bpeoial assessments for cities have been dealt 
with elsewhere ® Special assessments have been found to be a 
convenient method of raising revenues owing to the fact that the 

1 Cf Leroy Beaulieu, Science del finances 
2 Chapter Xm ( 
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construction of local impi ovements lias increased the value of 
neighbouiuig pioperty Special assessments are, of couise, levied 
only on those who benefit from improvements They are levied 
on property owners only and are justified by the fact that they 
give at least an eqmvalent value to the owner of the pioperty 
They aie, too, excluded from general tax rate limitations and 
therefore are popular Expenditure can always be paid for by 
special assessments, and these assessments manage to bung m to 
the net of local taxation pioperty exempt from state and general 
taxation, such as that belonging to educational, religious, and other 
institutions, since these are not exempted from charges which give 
a corresponding mcrease in the value of the property improved 

The importance of local taxation m the Umted States may be 
gauged by talong at random samples of the relation between state 
and local collections In llississippi for 1933, the state collec- 
tions amounted to $9 8 millions as compared with $23 6 millions 
in the case of county taxes The general property tax for state 
pm poses amounted to $3 7 milhons, while in the case of county 
taxes the general property tax amounted to $15 millions The 
other county taxes were poll and road taxes §0 b million, a gaso- 
lene lax $6 0 milhons, and automobile licences $1 8 millions In 
this same year in Pennsylvama the state taxes amounted to $112 
millions, while local taxes (general property collections) amounted 
to $333 8 nullions In New York m 1932 the general property 
tax amounted to $831 million dollars out of a total state and 
local revenue of $1087 millions The next unpoitant heads of 
revenue wore the personal income tax $11 7 millions, the gasolene 
tax $40 3 millions, the registration of motor vehicles $38 2 
millions, the fianchise tax on business coipoiations $36 9 
millions, the inheiitance tax $36 milhons, and the stock transfer 
tax $22 7 millionst 

Enghsh local nnance has grown up haphazardly uudei the 
influence of particular exigencies of the moment Thus the Pool 
Law legislation of Queen Elizabeth in 1601 formed the basis of 
local taxation up to withm recent years, and its influence has 
been so gieat that it will not easily, it evei , be obliterated Under 
the Act of 1601 each parish was lequued to provide for the relief 
of the pool, and the money requued foi this purpose was raised 
by taxation “ of every inhabitant, parson, vicar, oi other ”, and 
of every occupier of lands, houses, tithes, coal mines, or saleable 
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underwoods The rate was paid by the oecupiei m lespeot of 
immovable pioperty on the basis of “ competence ”, and the rent 
or the net annual value was taken as the measme of rateable 
value Other lates m the course ol time were assimilated to the 
pool late, and vaiious administrative changes took place between 
1888 and 1929, when the Local Grovernment Act was passed The 
Rating and Valuation Act, 1925 (which came into foice in April 
1927), and the Local Government Act, 19‘29, were essential be- 
cause theie were many anomalies, defects, and a considerable over- 
lapping of services The foimei Act consolidated all rates and 
simplified rating machineiy The coiincd of every county 
borough and of every uiban and rmal distiict was constituted 
the rating authoiity foi the borough or for the county district 
concerned The latmg authoiity in each county, borough, and 
urban area was empowered by this Act to levy a consolidated rate 
termed the General Rate, which leplaccd the pool rate and any 
othei rate or rates previously levied By the Act of 19*25 Over- 
seers of the Pool were abolished This redistribution or re- 
gion ping of local subdivisions was long ovcidue It was necessary 
m ordei that local authoiities could more efficiently discharge then 
duties by an enlaigement of the subdivisions The Local Govern- 
ment Act, 1929, completed the reforms required to remove further 
objections to rating As long ago as 1885 the English system of 
local taxation had been desciibed as ‘ A chaos of aieas, a chaos of 
fianchises, a chaos of authoiities, and a chaos of lates ” The rates 
vaiied horn distiict to district and were particularly heavy m 
poorer districts A good instance of oveilappmg was the case of 
the 625 Boaids of Guardians which had their own separate 
hospital m spite of large and well-equipped hospitals undei the 
administration of the County Councils The burden of taxation 
varied owing to the bmden of unemployment being heavier m 
some aieas than m otheis One lemedy was to tiansfei the 
functions of the Boaids of Guardians to larger bodies— -the County 
Councils Just as the Pool Law Commission of 1834 resulted in 
the area of adrmmstiation bemg enlarged iiom the parish to the 
umon, the Act of 19*29 enlarged the aiea from the nmon to the 
county In the matter of loads the same pimciple apphed, as it 
was necessary to have the admimstration entrusted to larger 
areas, the County Councils of rural and urban districts The Act, 
m shoit, enlarged the area of admimstration and made the 
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machmeiy moie efficient to pievent the consideiable diversity of 
rates winch up to the passing of the Act then prevailed Industry 
was lehoved of part of the burden of local rates by the de-rating 
of cei tain piopeities Industiial and mining properties were rated 
at oiie-quaitei their assessable value and ladways were rated also 
at one-cjuaitei then assessable value, but the money saved in the 
latter case was to be devoted wholly to the reduction of freight 
chaiges on certain classes of goods Agricultmal buildmgs and 
lands weie under the Act entirely exempt from local rates The 
Central Exchequer undertook the vast expenditure on Poor Eehef 
and Highways to a more eqmtable degree by means of grants 

The system of grants in Great Britain is of special interest and 
importance Before 1888 the giants-m-aid of particular services 
were given aimually by Parliament from the National Exchequer 
to local authorities These grants weie appropriated to certain 
objects, as, for example, half the cost of pay and clothing for 
pohee and of salaries of Pooi Law ofhceis Under Lord Goschen’s 
scheme of assigned leveniies these direct grants-in-aid were 
abolished and the proceeds of ceitain taxes such as local licence 
duties as weU as 50 pei cent of the proceeds of probate duty were 
allocated to local authorities In 1894, on the abolition of the 
piubate duty, an mcieasmg sum was granted from the estate 
duty The receipts of these assigned revenues were paid mto a 
fund called the Local Taxation Account and weie distributed in 
such a way that each authority received the licence duties collected 
within its jurischction, and the proceeds of the estate duty and sur- 
taxes on beer and spurts which were added subsequently were 
distiibuted m proportion to the discontinued grants received by 
each local authority m 1887-88 In adchtion to these grants, 
percentag6-giau±a-.weie gi\en,_as, for example, in respect of the 
expendituic under the Agricultmal Rates Acts of 1893 and 1923 
The criticisms of the Geddes Committee on National Expenditure ^ J 
in connection with percentage grants are so apposite that they (1 
deserve quotation in exteribo 

The advantage claimed for the percentage grant system is that 
it provides a stimulus to authorities to improve the efficiency of 
their services , in fact, it is a money-spending device 

The vice of the percentage grant system is that the local authority, 
which alone can really practise economy in these services, loses 
1 Cmd 1681 (1922), pp 106 G 
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much of its incentive to reduce expenditure, especially when the 
larger proportion is paid by the taxpayer through the Exchequer 
The deciding voice as to what money shall be spent is not that of 
the Government or the House of Commons, but that of the local 
authorities The Departments are thus in great difficulties in 
framing estimates, for these are based on anticipations not of what 
the Department itself will do, but of what hundreds of local 
authorities may do The weakness of divided responsibihty is 
manifest throughout 

If the Government were to attempt to impose a real and efiective 
check from the point of view of efficient administration as well as 
audit, it would result in an enormous increase m bureaucratic 
control It would mean a detailed scrutiny of accounts and an 
exarmnation of all new expenditure This would tend to overload 
the central machine, dimimsh local responsibihty, and lead to 
greatly enhanced adrmnistrative cost We do not suggest that the 
local authorities are negligent, nor do we suggest that they have 
not been directed to incur expenditure in conformity with a pohcy 
which, if left to themselves, they would not have incurred We 
consider that the percentage grant should be abandoned m the 
interests of economy and be replaced by fixed grants or by grants 
baaed on some defimte umt Even though it were necessary to 
maintain the charge to the taxpayei at its present very high level, 
which we do not admit, the change would still, in our opinion, be 
very beneficial to the country by 

(i ) Increasing the incentive to local authorities to economise . 

(n ) Bestnctmg the growth of the demands on the taxpayer , 

(in ) Enabling stafi economies to be efiected at headquarters ^ 

In the case of the grants to local authorities for housing purposes, 
the system adopted has gone even beyond the percentage grant 
at its worst Here the local authority has lost all financial incentive 
to effect economy, because the annual loss in excess of a Id rate, 
say, •fyl'I'® total, is entirely at the cost of the taxpayer 

Here we have a vast partnership in a property The managing 
partner, viz the local authority, has absolutely no financial incentive 
to economy, as no saving he effects redounds to his own benefit 
The taxpayer, through the Exchequer, pays the whole excess, which ‘ 
IS estimated at 10 miUions a year for sixty years ^ 

The principle of giving giants accoidmg to the needs of the 
locality IS to a ceitain extent seen m the case of grants under the 
Education Act of 1918 The grant consisted of (i) a capitation 
grant with varymg percentages in regard to difierent classes of 
approved expendituie , (ii) a deficiency grant m case the sub- 
stantive grant fell short of the total net cost , (ui) a high rated 



LOCAL TAXATION 


747 


area grant in the localities where the education rate was m excess 
of 3s 6d in the pound or one-half the excess But the system 
of rating generally until the reforms of 1929 was anomalous 
That system did not take mto account the requirements of a 
paiticidar locahty or its ability to meet these They were based 
particularly in the case of percentage grants on expenditure and 
tended to give most to the areas which weie richest and spent 
most, while the remaining giants rested on an aibitiary principle 
of division stereotyped in most cases many years previously and 
therefore completely out of date The borough of Middles- 
brough, for example, received 26 pence per head, whereas 
Hastmgs got 109 pence The Act of 1929 provided for the dis- 
contmuance of miscellaneous grants, including the percentage 
grants for health services, matermty, and child welfare, as well as 
for the mamtenance of the scheduled roads It replaced them by 
an " aU m ” block grant which is revised at the end of every 
quinquenmum The absurdly clumsy machinery of the old taxa- 
tion account is dispensed with The block grants leave greater 
freedom to local administration and they ensure a greater degree 
of responsibility by leaving the burden of extravagance to fall 
directly upon the ratepayer The principle of calculation is 
simple It IS calculated on a capitation basis taking mto considei- 
ation various factois so as to make it larger for the poorer and 
distressed areas where expenditure is necessarily heavy- The 
rateable -v alue per head of the locality is taken mto consideration 
in judging its richness or poverty The rateable valne cannot 
mdicate the expenditure which an authority is required to meet, 
and therefore allowance is made for the following three factors 
(i) the number of children under five years of age per one thousand 
of the population , (u) the percentage of population unemployed , 
(m) the population per imle of public road Usually the last 
factor IS sigmfacant m rmal areas where highway services absorb 
a larger percentage of local expenditure These factors are com- 
bmed mto a formula so as to widen the capitation basis upon 
which the grant is calculated The formula on which the dis- 
tribution IS based is briefly as follows 

Let p =the population of a county m the standard year 

c =50 or the number of children under 6 per 1000 of the 
population, whichever is greater 
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Let a = 10 01 the rateable value m the pound per head of 
population accoiding to the valuation bst in force 
on 1st October 1929, whichever is the less 
m =The number of persons per mile of public load 
11 =1 6 or the percentage of unemployment, whichever is 
the greater 


Then (1) if m is greater than 
>opulation IS, 

/ c~50 10-a\ 

ir (2), if m IS less than 100, 

c-50 10 -a\ 


or equal to 100 the weighted 




u-1 5 
10 ' 


u-1 5 
10 



200 -m \ 

200 J 


Che scheme is made to work out gradually For the first five 
roars beguimng with the year 1930 three-fourths of the grant 
vas based on the existing distribution and only one-fourth 
iccordmg to the new formula The proportion was so in- 
ireased that at the end of fifteen years the whole grant will be 
hstiibuted on the new basis The interests of local authorities 
ire safeguarded by a guarantee that the ratio of the Exchequer 
lontributions to the late-borne expenditure of a county will be 
namtamed at a more oi less constant level The importance of 
;he new scheme can best be appreciated when we remember that 
n 1926-27 the total expenditure of local authorities from Govern- 
nent grants and rates was 29 53, whereas under the new scheme 
t would have been in that year 29 32 The block grant is 
mpplemented by a special subsidy, if necessary, for needy 
ocalities, provided jiroper safeguards exist, and it secures a 
nimmum standard of service without imposing a heavy burden 
in any locality It also gives a considerable measure of auto- 
aomy without encouraging extravagance, and it provides for 
iconomy and enterprise The relative importance of the grants- 
in-aid and of the block grants not allocated to specified services 
may be seen fiom the tollowmg table, which shows the direction 
of expenditure and the method by which it is met 
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Local Taxation — Enoland and Wales 1931-32 
(£ millions) 



Wagner criticised the Enghsli system of local taxation when 
he pointed out that “ British local taxation excludes duties on 
articles of consumption, and hence it appears not better, but 
rather still more one-sided The exclusive use of direct taxes is 
a defect The Engbsh system can in no way be regarded as an 
example for the Contment ” ^ The German author considers that 
the simple British system of a rate on the annual value of real 
property is madequate It is smtable for that part of local taxa- 
tion which confers special benefits such as on the owners of fixed 
property, but for expenditure on education and other national 
objects, which confers a benefit on no one m particular, he believes 
the biuden should be distributed otherwise, in order to secure 
equality of sacrifice, for example, by an additional rate on the 

* Wagner, Fiwanzivisseiiichaft, vol m § 164 
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State income tax Zuschlage (like the centimes addiUonnels) or by 
indirect taxation like octrois Wagner’s criticism regardmg the 
large importance of the direct taxation of propeity in England 
for purposes of local taxation, is of course a fair one, but had he 
been alive to-day he would have been the first to appieoiate the 
manner m which this has been rectified by the centrahsation of 
certain services and by the new system of block grants m relief of 
rates It is tiue that there are several avenues open to local 
authorities in taxmg which on the Continent are practised, such as 
duties on articles of consumption, but the taxation of business has 
never been popular in Great Britain for local purposes and octrois 
would never be possible The taxation of petrol or gasolene, 
vehicles, and amusements is centralised by the National Govern- 
ment, but although adoptmg this as a national and umversal form 
of taxation it returns m the form of grants to local authorities a 
considerable amount of the revenue which abroad would be looked 
on as suitable for communes and other local authorities Another 
critic thinks that too often stress is laid on the independence which 
the English method is supposed to secure to local authorities, “ I 
confess myself entirely unable to appreciate the weight of this 
argument Why should it be more mdependent to impose Id 
per £ on all rentals in the assessment roll, than to pay 1 per cent 
on all incomes detailed m the ‘ Kadaster ’ « The argument that 
French and German decentrahsed Governments are kept in 
leading strings by centimes addiUomels and Zuschlage, while 
in England they strike out freely a Ime of their own, seems to 
me to be empty rhetoric ” 

In Germany most of local tax revenue is derived from taxes 
on land, biuldings, and business Local income taxes are no 
longer popular, because they are unsuitable for local purposes 
and interfere with the federal tax which the states and localities 
now share Public undertakings are run for profit, which reduces 
the direct tax burden of the locality This is in contrast with 
similar undertakings in Great Britain, which are operated on 
minimum charges for the service Any profit from these which 
IS transferred to the relief of rates is regarded as an indirect 
tax The position of local taxation may be gauged from a 
survey of the Prussian local tax system Prussia is not far 
short of two-thirds of the total area and population of the 
Reich There is m Prussia the local supplement to the land 
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tax The rate is expressed as a percentage, based on the 
need of the cominunity or local authority, and averages 300 
per cent of the State tax without the 100 per cent surcharge 
which exists in the case of the State land tax The house tax, 
which it is intended to discard gradually by 1940, is shared uith 
the local communities The State keeps a fixed amount, 50 
million marks , and of the remamder 53 per cent is kept by the 
State and the balance, 47 pei cent, goes to local authorities In 
addition to these property taxes there are other taxes There is 
a business tax which is levied by the local board of assessment, 
estabbshed m urban or luial districts, on the properties of busmess 
undertakings The rates vary, but on an average for the profits 
tax the percentage iiioreascs are 500 if based on piofits, on capital 
lOOG per cent, and on wages 1600 per cent These were the rates 
on 1st January 1933 Practically 82J pei cent of local revenues 
in Germany are from real estate and occupational taxes, mcome 
and property taxes, and taxes on lents The remainder, 17^, is 
from general and selective sales taxes The local tax on busmess 
is fixed by the local board of admimstration either on capital 
used in the business {Kapitalsleuei) or on the sum paid out as 
wages by the business (Lohmummensteuo ) The tax on itinerant 
stores or stocks of goods is levied by the local board of assessment 
The personal tax based on the amount of annual income is collected 
locally for the use of local communities The tax depends upon 
the mcome Employers withhold the tax from wages and pay it 
to the local collecting agency Similarly the tax on increments 
in the value of real estate, the amusements tax, the local beer tax, 
the liquor tax, the dog tax, the tax on hunting, and the tax on 
hquoi permits, are assessed locally for the use of the local 
authorities The table on next page shows the distribution of 
local taxation in the German Reich 

It will be seen that local authorities obtain then revenue mainly 
from duect, but also, to a greater degree than is supposed, from 
mdirect taxation A laige share of local taxation is derived from 
shares on the national taxes Some taxes are levied by local 
authorities themselves and include the follow^mg real estate 
taxes, occupational taxes, taxes on rents, taxes loi the encourage- 
ment of buildmg construction (Bauanteil), the increment of value 
tax {W ertzuwaclisbteuer), the local citizens tax, {Bwgersteuer)^ the 
tax on motor vehicles, the amusement tax, and the dog tax 
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Tax Epvdxue ix Gebmaxa (1932-33) Locat Taxation cumpabed 
■KITH National and .State Taxation ^ 



Local 

(Alilhoi 

Nitiona] 

Marks) 

ratal 

Customs duties 



1100 

1,10b 

Incojue and Propertj taxes 

()7fa9 

512 

1138 9 

2,327 8 

Beal and Occ upation taxes 

1432 2 

515 9 


1,948 I 

Taxes on Rents 

373 7 

611 b 


885 1 

General and .Selective Sales 

309 4 

292 8 

1116 4 

1,687 fa 

Transportation taxes 

123 8 

10 0 

185 9 

34b 3 

Enualisation fee 

2t)() 7 

9 

208 

1425 3 

1,899 8 

9 

Total 

31916 

2046 9 ! 

4971 6 

10,209 9 


There are other sources of revenue such as communal property, 
fees, special assessments, and public utilities State governments 
are alue to the necessity of voiking mumcipal undertakings with 
as much profit as possible, and some ot the best pubhc under- 
taluiigs in the world are to be found under the control of local 
authorities, especially municipal coiporations m large cities 

The first sections of the Prussian Communal Taxation Act of 
1893, the Kommunalabgabengesetz, usually loiown as the 
“ K A G ”, laid down pimciples which still hold good The 
first sections of the K A G provide that 

(1) “The commmies are authorised, in order to cover their 
expenses and meet their needs, to collect m conformity with 
the conditions of this present law fees {Gebuhen) and special 
contributions (Beit) age), indirect and direct taxes, and to demand 
personal services ” 

(2) “ The communes must use the power granted to them 
of collecting taxes only m proportion as their revenues, and 
especially the product of the communal domain, as weU as the 
resources put at their disposal by the State or the higher local 
authorities, are not suificient to cover their expenses This 
restriction does not apply to the taxes on dogs, on articles of 
luxury and other analogous objects ” 

(3) “ Industrial enterprises imdertaken by the communes 

* Statist! irliPH JahrbucJi f Ur das Deutsche Reich, 1933 C£ Tax Systems of 
the World (Chicago, lOlfi), p 348 
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must, as a general rule, be admmistered so that the receipts 
may at least balance the expense mcurred by the communes m 
connection therewith, including interest and Binkmg fund ” 

111 France direct taxation forms 70 per cent of the total 
revenues Induect taxation amounts to 17 per cent, excluding 
octrois, which amount to 12 per cent The French system of 
control IS of interest because of the powers which the prefects as 
head of the prefectures wield They can annul the decision of 
a mumcipal council , they may suspend any official, the mayor 
not excepted , the whole council may be suspended by him, and 
with the approval of the Mimster he may dissolve it Consider- 
able revenues are obtamed horn centimes addiHonnels on State 
taxes Sixty per cent of the taxes of the Departments m 1930 
were surtaxes on State revenues — centimes ordmatres 48 per cent 
and centimes extmordinaires 12 per cent Similarly not far short 
of one-third of the local taxes aie obtamed from surcharges The 
followung tables show at a glance the sources of local taxes in France 

T4.\ATI0N 11. ])'K1^CE OTHER THAN “ NaTIONAE ” ‘ 

Tates of the Deparlmenls, 1030 

■Million francs 


Centimes Oicltnaites 2318 

Centimes Eitraordmaires 598 

Relief fund receipts (ressouites uidinaiiei ponrV assistance) 1171 

Road receipts {tessoitrces ordinaiies pour la vitmahti) 314 

Shire m common funds and national taxes (parts surfoiids 247 
communs et imp6ts iVBlat) 

Miscellaneous leceipts (recettes ordinaires divetses) 113 

Departmental fees (taxes dipiarlmentales) 46 

Licence fees (produits des droits concides) 2 

Total 4808 

Local Taxation, 1929 

Million frai 

Centimes adchtionnels 2416 

Octrois and taxes in place of the octrois 1269 

Share m the common funds (participation anx fonds 768 
communs) 

Revenues from public utdities 547 

Road tax or payments m kmd (piestahon ou taxe vicinale) 532 

Rees for stands (droits de blutionnement et location) (166) , 354 

for the privilege of place (droits de place) (163) , 
toll and surveyuig fees (droits de peage mesurage et 


1 Source — Table tompded by the French Miiustrj of Finance Of p 348, 
Tax Systems of the Wotld (Chicago, 1935) 
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Million francs 


jajigeage) (22) , documentary fees (droits de expedition 
des actes adminisirahfs et de V^tat Civil (3e) 

Municipal excises (produit des regies municipales) 298 

Miscellaneous taxes (taves diverses pievu.es par la loi du 210 
sand 1S84) 

Taxes authorised bj law of August 13, 1926 (taxes 209 
ttulonsies par la lot du 13 aoUt 1926) 

Share in the price of cemetery concessions 91 

Taxes on electiicity and gas consumption 70 

Taxes on slaughtering and on meat stamping 62 

Minmg dues (redeiance des mines) 63 

Dog tax 31 

Tax on balconies (taxes sui les balcons et saillies) 16 

Amusement tax 15 

Miscellaneous revenues (lecetles ordinaires diverses) 1798 

Total 8739 


It u ill be seen from tbis table that a large proportion of local 
taxation is obtained in Fiance by imposmg additional percentages 
or surtaxes on the national taxes This practice is followed, as 
IV e have seen, b} the Lander (or States) and the Gememden (or 
local authorities tor communes) in Germany It is in use in 
Belgium to-day, as, for example, in the case of taxes on income 
from peisonal piopeity (kae mobilme), the tax on income from 
occupations (taxc professionnelle), the amusement tax, the tax on 
gambling and bettmg, and some miscellaneous taxes In Japan 
no less than 62 per cent of the taxation of prefectures is obtained 
from supplements on surcharges and 35 per cent m the case of 
local authoiities This will be seen from the following table, 
which gives the details of the local taxation m Japan 


Taxation in Japan other than National^ 
Piefectuies, 1933 

Supplements to — 

Land tax 
Income tax 


Million Ten 



Miscellaneous (bcences, mimng, bonuses, and 17 2 


patent medicines) 

Special tax on land 9 1 

House tax 37 8 

Licence fees 7 3 

Miscellaneous 49 6 

Total 212 


1 Source —Financial and Economic Annual of Japan, 1934 (Japan, Dept 
of Fmance) 
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1 Supplements to National taxes — Million 1 on 

Land tax 38 3 

Income tax 8 9 

Miscellaneous (licences, minmg, bonuses, and 23 
patent medicines) 

2 Additional taxes to Prefectural taxes — 

Special tax on land 4 9 

House tax 63 8 

Licence fees 6 6 

IVLscellaneous 47 8 

3 Special taxes levied by cities, towns, and villages I2I S 

Total 304 8 

Grand Total 616 8 


This method is followed, as we have seen, m the case of the 
income of Dtstnct Boards in India It is capable of expansion 
in some countiies owmg to the fact that this method of collection 
is economical and, on the whole, convement The proceeds are 
frequently collected by the National or State Governments and 
distiibuted to the local authorities according to a fixed standard 
In Germany, for example, the National Government collects 
certain taxes, retaimng a small percentage for the cost of collection 
Out of 203 6 million marks, the proceeds of the tax on motor 
vehicles for the year 1930-31, the National Government retained 
only 8400 marks The licence tax in Trance is a fixed and pro- 
portional tax The fixed tax is the tax on the tax on each pro- 
fession, and it IS determmed by a schedule ot rates that takes 
account of different indices such as the nature of the profession, 
the size of the commune in which the profession is practised, the 
number of workeis, machines, etc The proportional tax is fixed 
on the basis of the rental value of the dwelling and building or 
buildings m which the business is located Individuals or com- 
panies conducting a busmess, an industry, or a profession m France 
not included m the exemptions established by law are liable for 
the tax It IS imposed m the communes in which the estabhsh- 
ments or taxable premises are located and vanes according to 
communes It is shared among the department, the commune, 
and also the Bourses and Chambers of Commerce In Prussia 
the business tax is levied on every busmess enterprise as we have 
seen, and is based on the profits or capital or wages For the 
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profits tax and tke capital tax payment is made quarterly, and 
on tlie total wages paid montUy The rate for the communes is 
expressed as a percentage on the State tax, 500, 1000, or 1600 per 
cent as the case may be, the assessment rates varying very con- 
siderably m Prussia Besides the busmess tax there are the tax 
on peddling, which is paid annually before begmmng business, and 
also the tax on itinerant store or stock of goods In the latter 
of these two State taxes the communes increase these rates by an 
additional amount 

There is a great contrast between local taxation in this respect, 
between Gieat Britain and France, just as there is a great drSer- 
ence between the south and east of India and the north and west 
of India In France and the north-west of India local authorities 
prefer indirect taxation to direct taxation, while m Great Britam 
and south and east India local authorities prefer direct taxation, 
the direct taxation being mainly a tax on professions and trades, 
as well as on property In some states of the Umted States! 
professions taxes in the form of hcences are levied, for example, 
in New York State on leal estate brokers and real estate sales- 
men, on operators and on chaufteurs The licences on the last 
two classes alone biought m $2 9 millions in 1932 

It will be noticed m the table on local taxation for France that 
oc^i duties were the second most important source of revenue, 
and it has been customary to levy such taxes m other countries, 
especially on the continent of Europe and in some parts of India, 
quite apart from other indirect taxes It is difficult foi Enghsh 
and American writers to appreciate the advantages of such a form 
of taxation which is regarded as a primitive form of taxation 
offending against most of the canons of taxation The establish- 
ment or amendment of the octrois schedules require a greater 
knowledge of economic factors than is generally possessed by 
mumcipal boards, and there is the danger inherent in such i 
schedules that they may be made m the mterest of particular 
sections than in the mteiest of the commumties at large They 
are, too, a restramt on trade They are veiy ancient, as, for 
example, thej^ were levied on wmes and certam articles of food 
imported into or exported from Roman towns In recent years 
there has been a decided tendency to restrict the collection of 
such duties in favour of a tax on land and houses, a professional 
tax, the taxation of markets, and a sales tax In Belgium the 
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octroi was given up because of its being a hindrance to trade 
The agitation for the abolition of octiois began in 1839, and 
resulted in the legislation of 1860, when it was no longer necessary 
to chronicle the intestine war of taiifEs “ Six declarations, six 
formabties, six transit dues ”, said M Eichald before then 
abobtion, “ must be paid to transport a bottle of wme from 
Brussels to Li6ge ” ^ Up to 1923 the National Government in 
Italy received a share in the octioi duties, but by decree of 1923 
the communes were given the sole right to levy such duties m 
heu of Government subsidies, and by the Italian tax code which 
came into force m 1932 all octrois were abolished, as has been 
noted m Chapter XXVII The worst features of the octrois' 
are the a^d v alorem assessment and the delay in deliveiy resultmg 
m damage to goods combined vuth the difficulty of gettmg re- 
funds In Fiance the duties on account of their inconvemence, 
high cost of collection, and heavy incidence on the poorer classes 
have been unpopiilai Frequent suggestions have been made foi 
their abolition, but owing to the difficulty of ffiiding out necessary 
substitutes this has not been possible A pohcy of gradual sup- 
pression of octrois is in operation The French system, how- 
ever, provides for piompt refunds in the case of re-exported 
articles The duties bemg an impechment to trade and industries 
also raise the puce of articles of common use, and for this reason 
have been abohshed m Holland, Denmark, Norway, Sweden, 
and other countries The main argument for their retention is 
perhaps that they are an important somce of local revenue and 
their incidence is shifted little by little on to the consumer li it 
IS not possible to substitute such taxes as a tax on property, a taxi 
on professions, and a tax from letting stalls m municipal markets 
coupled with the taxes of private markets and a sales tax on 
total turnover (on wholesale or retail transactions or on both), 
limitations should be imposed on the use of octroi taxes as far as 
possible ' A termmal tax, which is an octroi without refunds, 
would be productive although mconvenient to collect If there- 
fore taxes are to be levied, either octroi or terminal taxes, the rates 
should be low, and to prevent the tax from becoming a transit 
duty refunds should be promptly given on exported goods 
Areas should be made also for bonding goods mtended for through 

1 Loiua Richald, Les Finances communales cn le, vol i p 136 (Brux 

ellea, 1892, 4 vols ) 
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transit Care should be taken to see that the staff is well paid 
and efficiently contiolled, and no interference should be possible 
m the way ol local pressure on officials Tolls are sometimes 
levied and may be justified when they form a part of a scheme for 
the taxation of vehicles, and as far as possible they should be 
abobshed in favour of the taxation of vehicles Tolls aie fre- 
quently levied by cities to counterbalance the terminal tax on 
goods airivmg by rail, but the objection to tolls which supplement 
consumption taxes is that they are an impediment to traffic and 
trade These taxes on trade are often an obstruction to Inter- 
State or mter-provincial traffic 

In a prenous chapter a reference has been made to the taxa- , 
tion of site values ^ For local purposes a special tax on the value I 
of land apart from any stiucture on it has proved to be a useful 1 
siibsichaiy source of revenue Site values have increased and are 
increasing rapidly m large cities, and also m towns Owners of t' 
land gam more from local expenditure than other taxpayers ^ 
"WTiy, therefore, should the tax not be generally imposed ^ It 
will not check improvements Site value bemg a differential ’ 
rent, a tax on it cannot be shifted A tax on differential rent d oes 

not interfere with the supply of land It does not, in short,' 
affect pioduction The popularity of this tax m many countries 
as a source of revenue has mcreased in recent years, especially in 
Australia and m Canada As a rule m Australia it is customary 
to use this as a source of State revenue rafchei than of local In 
Prussia, there is a tax on the unproved real estate not used for 
agiicultmal purposes under the house tax It is based on 300- 
920 per cent of the land tax The tax is levied both by the State 
and communes Simdaily in Italy there is a tax on unearned 
increment on real estate levied by the communes _It ps l^sed 
on the difference between the market puce followmg improve- 
ments and that preceding improvements The rate of tax is not 
to exceed 16 pei cent of the increments, or the total paid by 
proprietors must not exceed 30 per cent of public expenditure 
The tax for the unimproved values of land is an excellent tax for 
local purposes m cases where cities are spreading rapidly and the 
value of the land increasmg by leaps and bounds without any 
effort, mtelligence, or risk on the part of the owner 

In several countries an income tax has been imposed as a 
1 Chapter XIX. 
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source of local revenue In the United States, for example, 
Massachusetts, Mississippi, Missouri, New Hampshire, Georgia, 
North and South Carolina, North Dakota, Oklahoma, Vermont, 
Virginia, and Wisconsin have a local income tax on individuals 
or corporations or on both, in addition to the Fedeial income tax 
Expert authoiities have suggested an income tax of this nature as 
more satisfactory than the general property tax It is moie used 
by the states than by purely local authorities In Wisconsin, 
however, to take one example, theie is a graduated income tax on 
the incomes of mdividuals and corporations from 1 to 7 xier cent 
40 per cent is retamed by the State and 10 per cent goes to 
counties, while 50 per cent goes to the cities, villages, and towns 
In Prussia, in addition to the German national mcome tax, theie 
is a peisonal tax on the amount of annual mcome, the tax vary- 
ing ivith the size of income It is assessed locally In the 
cantons of Switzerland a tax on mcome for use by local authoiities 
IS not unknovm, as, for example, m the canton of Baselstadt By 
the law of 6th Apid 1922 theie is an mcome tax varying from 
5 to 12J per cent in the mumcipahty of Basel, and a tax m two 
other commumties varying horn 0 25 to 6 25 pei cent Com- 
munities excejit the mumcipahty of Basel are authorised to 
collect a local tax In Beine by the legislation of 1920 and 1926 
there is a State income tax of 4 65 per cent, and a local tax is 
levied on the basis of the State tax and it varies according to local 
leqimements In Zurich there is a graduated mcome tax under 
the lavs of 1922 and 1928 which is graduated from 1 to 6 per cent, 
and local communities may raise up to 250 per cent of the State 
tax for local purposes Similarly in the canton of Geneva in- 
come tax 13 levied from 1 to 8 per cent Theie is a 10 per cent 
surtax for single persons vnth mcomes of over Frs 10,000 Local 
commumties aie authoiised to collect an additional tax on the 
basis of the State tax In Finland the income tax was by far 
the most important source of local taxation m 1933 The rural 
and mumcipal mcome tax produced nme-tenths of the local 
taxation In Denmark this tax {the Petsonahge Skattei) was 
two-thirds of local taxation, and in Sweden the tax is also of some 
importance In municipal taxation the local mcome tax is some- 
times one of the chief sources of revenue, as m Finland, Norway, 
and Sweden In Holland, as has been seen,^ the Government 
' Cf Chapter XVI, para 2 



760 


THE SCIENCE OF PUBLIC FINANCE 


prohibited local income taxation m 1929 for local purposes, and m 
its place created a communal fund tiom winch grants are made to 
local authorities The difficulties of a local income tax are 
the impossibilities ol accuiatelv localising income and the danger 
ol evasion bj migration on the part of the taxpayer to areas where 
a lower rate of local income tai obtams oi where there is no tax 
at all We are sometimes apt to underestimate the value of high 
local taxation in preventing people from bunchmg together m 
crow ded areas High taxes spread them in the suburbs of large 

towns In a British Official Eepoit it is stated of the Prussian 
income tax that “ The svstem prevailmg in Prussia is thorough 
and ]Ubt ”, and that the pooiei classes were reheved of this tax 
It also lefeiied to the honesty prevailmg in the self-assessments 
of those enjoying an income ovei a prcsciibed limit which was “ a 
surprise even to the optimists ” Here again local conditions 
play a considerable pait m the determination of whether a local 
income tax is to be preferred to, for example, the system of ratmg 
as m Great Britain Eating is held to be a more eqmtable mode 
of assessing local benefit than a local income tax A local income 
tax, on the other hand, is of far greater productiveness and con- 
venience than octrois Nevertheless, a local mcome tax has 
certain ebsads antages, such as the fact that incomes are frequently 
derived from sources outside the locality and consequently are 
not eflected by local improvements It is also a difficult basis of 
assessing the great body of wage-earners who are benefited by 
local expenditures It is also chfficult to apply m the cases of 
banks and businesses which aie merely represented by branches 
in the locality These, however, could, as in New York and other 
states of the American Union, be separately taxed A local 
income tax would never be possible in England, because ratmg 
IS thought to work well on the whole and to have less diffi 
culties than those of a local mcome tax 

Miscellaneous taxes foi local purposes mclude a large mis- 
cellany such as is to be found m the Commonwealths of the 
American Umon where direct and mduect taxes are le-vied by 
local Authorities There aie, for example, direct taxes levied on 
banks and other corporations either on net mcome or on the 
prmlege of bemg permitted to do busmess withm the areas 
There are amusement taxes, gasolene taxes, taxes on horse-racing, 
on beverages, alcohobc and non-alcoholic, tobacco, electricity. 
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motor vehicles, and taxes on sales On the Contment there are a 
large number of taxes apait from the taxes on land and buildmgs 
In addition to those already mentioned, there are one or two 
others of importance, such as the taxes on domestic servants and 
meat taxes Thus m the communes of Italy there are to be found 
taxes on domestic servants, animals, meat, and public notices 
In France there are many taxes such as those on animals, dog 
taxes, and collection of taxes estabhshed by the Law of 13th 
August 1926 In Germany, apart from the taxes discussed above 
there are, as m Bavaria, mdirect taxes such as meat taxes on the 
slaughteimg of ammals, on the importation of meat, and on wild 
game that has been brought down at the chase In Prussia are 
to be found such taxes as the amusement tax, the local beer and 
liquor tax, the dog tax, a tax on hunting, and liquor permits To 
give an analysis of those taxes m various countries would bewilder 
and teirify the leader 

Lastly, some foims of dueot taxation are unsuitable as sources 
of local revenue Of these the inheritance tax, the taxation of 
comiiames or coiporations, and the taxation of income are per- 
haps the best examples It is preferable for national govern- 
ments to collect the income tax and to share it with local author- 
ities if necessaiy, or to permit these authorities to levy centimes 
udditionnels Certain forms of mdnect taxation, as has been 
noted above, are also undesirable, such as excise duties, since 
these are liable to evasion and mav interfeie with federal or 
state taxation of the same character, as well as being liable to 
give use to corruption '^A local sales tax is also undesirable 
A limit of piofit to be permitted to municipal public utihties is 
often required m oidei to prevent these fiom making unreason- 
ably high profits, which are then m the form ot indirect taxation 
The present attitude towards the taxation of a long list of 
subjects such as we find in certain Swiss cantons and Czecho- 
slovakia has already been referred to in dealing with octrois 

3 Some Principles of Local Taxation 

Local taxation varies consideiably from locality to locality 
This inequality results from seveial factors A local authority 
may perfoim greater services thau a local authoiity in another 
area The same service may cost more m certain diatiicts than 
VOL II E 
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in others owing to topographical disadvantages Some local 
authorities may have endowments or voluntary oi special con- 
tiihutions to meet expendituie on ceitam public under takmgs, 
and thus may be m a position to levy less rates or local taxes 
In some places the extent and therefore the expenditure on 
national oi quasi-national sei vices may be gieater than in others, 
as, for example, in regard to public assistance Some districts 
may receive a greatei yield fiom capital invested m the past, while 
others find themselves compelled to undertake public woiks which 
may be paid out from revenue or capital or from both Lastly , 
the vaiiation in tax rates may be due to the relative efl3.ciency of 
local authorities The notoiious extravagance of some authorities 
resulted m high rates in those areas The word “ Poplarism ” m 
Great Britam was corned to denote extiavagance and inefficiency 
of this sort 

I The principle of local taxation has sometimes been distin- 
gmshed from the principle of national taxation on account of the 
I greatei impoitance attached m local taxation to the benefit ^aei| 
of the impositions It is sometimes said that it is easier to trace 
the advantage accrumg to owners' of property m a given locality 
than it IS to trace the benefit conferred by national taxation 
Therefore, it has been said, real property is on the whole a fair 
measurement of the benefit deiived from local admimstration 
This, however, is not quite correct, because much of the expendi- 
ture of local authorities to-day is of a national oi quasi-national 
nature In the Scottish distressed areas the British Exchequer 
is bearmg 95 per cent of the cost of relieving the able-bodied who 
come within the scope of Part II of the Unemployment Act, 1934, 
and only 6 per cent, theiefoie, of the expenditure on able-bodied 
poor IS met by the local authority 6rants-m-aid similarly relieve 
local expenditure to a large extent Thus m 1930-31 Govern- 
ment grants in England and Wales amounted to over £130 
milhous, excluding £7 millions in le&pect of capital works Public 
rates m the same year ivere £149 milhons The total expenditure 
other than from loans on capital works was £432 7 miUions These 

figiues show the impoitance of Government grants m aid of the 
cost of specified and non-specified services under the Local 
Government Act, 1929 ^ 

Property is not always m local taxation a fair mdex of the 
1 Statistical Abstract for XJ K , Cmd 4489, 1934, pp 191, 196, and 199 
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occupier’s ability to pay A man •vvitli a large family and a 
relatively small income may have to hve m a large house He 
may also have to live m an expensive area m oider to conduct 
his profession or busmess Doctors or dentists aie cases m point 
The value of a house, therefore, is not necessarily an indication 
of the occupier’s ability to pay Another objection to the ratin£_ 
principle is that it is particularly "heavy^ pooieFbbitiicts, and 
it thus imposes a relatively greater burden on mvestors m capitel 
and property in these districte 1 In this regard, howevei, so far 
as the burden on landlords goes, the tendency is that if the rates 
are of long standmg these wdl become capitahsed The old rule 
“ an old tax is a good tax ” or no tax clearly applies to old rates 
The inequalities mentioned, too, are m some degree removed by the 
system of grants-m-aid m the British system Another objection 
to the prmciple of rating is that already recogmsed by the Local 
Government Act, 1929 If local rates are high, many manu- 
facturers mil tend to shift their places of business to less heavdy 
rated districts By the Local Government Act of 1929 industry 
y as relieved of part of the burden of local lates by the de-rating 
of certain properties, and contributions on a fan basis were given 
to the upkeep of loads and public assistance or poor relief 
Agricultural buildings and land are now entirely exempt from 
local rates , mdustrial and mimng properties are rated at one- 
fourth of then assessable value , and railways were similaily 
rated at one-fourth, but the money saved is devoted to the 
reduction of freight charges on certam classes of goods The 
comparative advantages of rates, octrois, and a personal mcome 
tax have already been dealt with above 

4 The Executive in Local Finance 

Another feature that emerges from a survey of local tazmg 
authorities is the necessity at the present tune of separatmg 
purely executive functions from mumcipal and similar councils 
This IS imperative m view of the growmg importance of local 
finance, and it is essential to concentrate authority as far as 
practicable and to define, if not to restrict, the powers of local 
authorities Thus m the United States the fundamental prmciple 
of reform m city governments has been the attempt to fix respon- 
sibihty by extendmg the power of the mayor, and while givmg 
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him the power of an executive ^ it takes from the councils, as far 
as possible, their executive functions In Germany this is best 
illustrated by looking at the Beilin municipal constitution^ 
where the citv admmistiation is m the hands of an executive 
board, which is the executive for purely city allairs and also the 
State’s representative for State functions In the former it is 
responsible to the mumcipal councd, and m the latter to the State 
Government This executive (the Magistral) is not bound to 
carry out the will of the city council, and it has the right, and, 
if the council wishes, may be required, to send representatives 
to the meetings of the council When the mayor (who has the 
light of veto over the board’s decisions) is m conflict with the 
board the idtimate decision rests with the Supreme Admmistrative 
Court In cases where differences aiise between the executive 
board and the municipal council the Supreme A dmin istrative 
Court IS the first and final authority In the cases of other 
municipalities the general rule is to appeal to the district com- 
mittee as an admmistrative court, and finally to the Supreme 
Admmistratu e Court All members of the executive board, 
salaiied and unsalaried, are elected by the city council The 
mimicipal council’s powers are not defined m the Act, but are 
limited m so far as powers aie vested m the executive board and 
by the general sphere of municipal action through standmg 
committees — ^the deputations — made up of city councillors and 
private citizens elected by the city council, and to which the 
e\ecuti\ e board adds a number of its members As one authority 
expresses it, “ We have here one of the peculiar characteristics 
of the Berlm admmistrative system It is an attempt to bring 
'•about a personal union between the executive and legislative 
branches of the city government and the general body of 
citizens ” 

The constitution of some commonwealths ® m the Umted 
States forbids the State legislature (1) to allow any local body 
to lend its credit to other local bodies, counties, cities, boroughs, 

B g the Act for “ the Government of Cities of the First Class ” in 
Pennsylvania, known as the BuUett Act, 1885 

* Cf Von Kaufmann’s Die Kommunalfinamen {2 vols , Leipsio, 1906) 
Dawson’s informing Municipal Life and Qovernmenl in Germany, Shaw’s 
Municipal Goiernment in Continental Europe, especially Appendix II “ The 
Budget of Berlin ’ 

^ E g the Constitution of Pennsylvama 
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townsLaps, or other incorporated district , and (2) to assume the 
indebtedness of any local body except m the case of msurrection 
or invasion No local body is permitted to increase its mdebted- 
ness beyond a certam statutory percentage of the assessed 
property valuation without the consent of the electors at a public 
election/ or to contract a debt except by providing for the 
collection of a tax to meet mterest payments and the repayment 
of the principal withm thirty years ^ This has been done to 
check waste It is a pohcy that has not been altogether success- 
ful The fixmg of a maximum tax rate has sometimes been an 
mcentive to borrowmg and to make futuie generations pay In 
France ® the raismg of extraordinary taxes or the contractmg of 
loans as well as the approval of the local Budget requires higher 
sanction — m the case of communes by the Prefect, or m the cases 
of larger communes by the President of the Eepublio In Italy as 
m Belgium the control over resolutions of the mvuucipal council 
belongs to the permanent delegations or deputations of the pro- 
vmcial council This has a stimulatmg effect on local taxation 

A strong executive m regard to taxation and financial advice 
IS now essential Some one of authority, not a mere accountant, 
but one weU versed m pure finance, the loan market, and general 
prmciples of expenditure and taxation, is necessary to say “ No ”, 
an authority which will be regarded pretty much as H M Treasury 
among Grovernment departments m Great Britam A careful 
scrutmy of the Budgets before approval and before the year 
commences, an exammation of the appropriations or accounts 
after the close of the year, and a scnitmy of proposed loans ‘ 
should be general An efficiency audit is requued, as this looks 
at results obtamed and discovers when they are an unsatisfactory 
return for the money which has been spent A detailed survey 
or inquuy mto taxation with a view to economy is advantageous 
and should be undertaken once m every qumquenmum b} 

Limited to 2 per cent above the statutory 7 per cent This can be 
avoided by luoreasmg the valuation of the taxable property 

“ Constitution of Pennsylvania 

2 Of The French Municipal Code (Shaw, Municipal Ooneininent in Con 
linental Europe, Appendix in ) 

* Of English Local Loans Act, 1876 Unfortunately m Great Britain 
private legislation in regard to this has not been beneficial m the long run 
Parhament has been much too lax , cf the absence of this m Prance and 
Germany In Prance and Germany recourse is not had to a central department 
but to a higher local authority , cf London County Council, which can sanction 
loans proposed by the London Borough Councils 
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an impartial autliority Otherwise there may be waste of 
local funds and taxation owmg to unnecessary expendi- 
ture and local mdebtedness mountmg up more quickly than 
income from rateable property ^ Profits, too, which are made 
from municipal tra din g should be regarded from a com- 
mercial accountmg pomt of view, due allowances bemg made for 
depreciation, sinkmg funds, etc Occasional and amateurish 
mquiries have not the bracmg efiect on local taxation which 
expert mquiries have, as the latter give full and authentic m- 
formation upon the merits of expenditure as well as its legal 
propriety One’s finger can thus be put on unnecessary expendi- 
ture and taxation The existence of such a curb on municipal 
enthusiasm is advantageous It prevents dlegal expenditure, 
and compels adequate expenditure on education and aU other 
matters of pubhc admmistration Above all, it keeps local 
taxation withm reasonable limits * 

Lastly, there is the question of jiuisdiction m local taxation 
In Great Britain in recent years there has been a federation of 
smaller umts into a large umt to deal with common interests, 
and this has increased considerably the efficiency of the executive 
both m England and Wales and m Scotland For example, 
education m charge of County Councils has led to the admmistra- 
tion of small areas into one large area, all the chief officers of 
which are available for consultation and advice in regard to 
educational buddmgs, health of children, and various other 
matters coimected with education Not only is this the case 
with executive officers but also with regard to non-officials m 
the elected Council, wffio have perhaps a wider outlook and more 
experience m the various walks of hfe than had the members of 
the old school boards At the same time the areas should not be 
too large In Europe there has been a growth upwards to larger 
areas The reverse of what is taking place m Europe is to be 
found m India There are 682 local boards or one to 1494 square 
miles, while m Fiance approximately 37,962 communes or one to 

* “ The Growth of Municipal and National Expenditure and Local and 
Imperial Burdens ”, Lord Avebury, Journal of Royal Statistical Society. 
voL Lxiv , 1901 

’ Cf Percy Ashley, “ The Fmancial Control of Local Authorities ”, p 182, 
Economic Jomnal, vol xn , 1902 Cf English Local Government Act, 1894, 
and the “ adoptive Acts ” for the establishment of hbraries where local 
authorities m Prussia cannot mcrease the addition to the State mcome tax by 
100 per cent without sanction. 
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only 6 square miles The large jurisdiction of local bodies gives 
rise to great difficulties m local administration, especially in legard 
to taxation, since the ease in raising contributions for local pur- 
poses mcreases, other thmgs bemg equal, with the decrease in the 
umt of taxation 
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CHAPTER XXXII 


THE GENERAL CHARACTERISTIC& OF PUBLIC DEBTS 

1 The Classification of Public Debts 

We now turn from the problem of finance by taxation to the 
problem of finance by borrowmg It is necessary heie to resume 
the threads of discussion on the theory of pubhc debt or public 
credit which was discussed in Chapter XI of Book II and' to 
analyse m somewhat greater detail several of the unsettled 
questions of public credit 

In financial hteratiiie the term ‘ public debt ’ has not always 
the same meanmg, and care must be taken m using the term to 
see what it actually means m the cucumstances of each case In 
the official returns of coimtries the term vanes m meaning so that 
comparison of the financial debts of countries is not always poss- 
ible Some countries, for example Great Britam, include war and 
relief debts between one state and another in the public debt , 
others, as for example Italy, exclude war debts from the official 
returns Reparations, except m the case of Bulgaria, are 
ordmarily excluded In other directions comparisons are vitiated 
because the gross amount of debt is given in some cases, while 
m other cases the net amount of debt, after deductmg sinking 
fimds and securities withdrawn but not yet cancelled, is shown 
Debts to Central Banks are not always given m the official state- 
ments There is no uniform practice of, showing annuities, smce 
some countries show the total sum of the annuities to be paid 
while others show the present value calculated at varymg rates 
of mterest The exact distinction between mtemal or domestic 
debt and external or foreign debt is not uniform m all countries 
Some countries use the term foreign debt to mean debt floated 
m countries abroad Other countries would mclude all debt 
which 18 held by bondholders abroad, in other words, the 
771 
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country of residence is the determining factor In some cases 
debts due to domestic banks which have raised funds abroad 
are classified as foreign debt J ^ 

The difatmction between funded and floating debt is not' 
^alvays the same m all countries Funded debt is frequently 
defined as debt the repayment of which will be made by the 
State at some distant dsite after due notice accordmg to the 
terms of the prospectus issued at the tune of the loan Funded 
debt IS frequently used in the sense of permanent debt — all debt 
raised by Government in the open market which, at the tune when 
it IS raised, has a currency of more than one year Another 
defimtion — ^the definition used in the British Accoimts — -is that 
debt which has no fixed date for repayment, the stockholder 
having no claim to the repayment of the prmcipal The State 
may, however, repay the loan q/ier a fixed date subject to notice 
Thus it mcludes Consols, certam debts to the Banks of England 
and Ireland, the 4 per cent Consolidated Loan, the 2>\ per cent 
Conversion Loan, and the 3^ per cent War Loan Thus ‘ Gos- 
chens ’ were guaranteed only agamst redemption before 1923 
The 3-| per cent Conversion Loan is redeemable only at the option 
of the Government after 1961 and not at any fixed date No 
debt IS perpetual in the sense that it can never be repaid smoe 
the Government reserves an option to repay on or after a fixed 
due date upon the terms laid down at the tune of the issue of 
the loan Pnor to the War almost the whole of the debt was in 
this form, but smce 1914 there have been only the per cent 
Conversion Loan, the 4 per cent Consohdated Loan, and the 3^ per 
cent War Loan Consols owe them origm to the passing of an 
Act of Parbament m 1751, when five different loans and certam 
annuities were consohdated mto one stock bearmg 3 per cent 
interest The fund m the eighteenth century consisted of receipts 
from taxes appropriated to the discharge of both mterest and the 
prmcipal of the loan Gradually the term ‘ fund ’ changed from 
the security upon which loans were advanced to the prmcipal of 
the loans themselves Sometimes several loans and pledged 
funds were consohdated Hence the expression pubhc or con- 
sohdated funds or consols, first used in 1751 Hence too the 
expression ‘fundmg system’ m Enghsh finance, which means the 
system or problems connected with the floatmg of permanent 
debt, mcludmg the issue of loans at par or at a discount and the j 
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conversion of floatmg debt into permanent or funded debt Un^ 
funded debt is all debt other than the funded or permanent [ 
portion of the public debt 

The unfunded debt m British financial parlance consists of ’ 
those loans which are redeema ble at a definite date with or without 
an option to repay at an eaiher date It includes in this sense 
floatmg debt, ^ e Treasury Bills ^ and Ways and Means advances 
The advantage to Government of the perpetual foim is that 
Government can redeem or amortise the loan at its convenienceJ 
But in the case of perpetual loans it is very unusual to repay the 
loan Speculators as a rule prefer perpetual loans as the fluctua- 
tion in the prices of such loans are very considerable Perpetual 
loans do not reallj yield a constant rate of interest, because if the 
rate is above that of the market rate, the State will convert the 
loan into a loan cairymg a lower rate of inteiest On the other 
hand, if the rate is below the market rate the sale value of the 
stock will fall Trustees and other mvestors prefer long-term 
loans as it appears to give them a definite return on then capital 
over long periods In some countries it is customary for long- 
dated government stocks to be trustee secuiities, which means 
that trustees are authorised to mvest trust funds m these 
securities In Great Britain imder the Trustee Act of 1925 
consols, war loans and other British Government securities, Bank 
of England stock, certam overseas Government stocks, certain 
debenture or preference railway stocks of Great Britain and I ndia 
and certam British municipal stocks are of this nature 

Elo 0 ,tmg debt is debt which is payable withm a yeai The 
League of Nations, however, regards floatmg debt as debt fallmg 
due withm a period of less than two years from the date from 
which the debt was contiacted In Great Britam it is limited to 
Treasury Bills and to Ways and Means advances by the Bank of 
England to the Government The dividmg hue between^hort- 
term and even long-term loans or pubhc debts nearmg the date 
of maturity is not always ngid, as short-term and even long-term 
loans approachmg this date have the character of floatmg debts 

^ Tieasury Bills took the place of Exchequer BiUs when the latter were 
discontinued in 1877 Exchequer BiUa were first issued in 1696 and are no^ 
to be confused with Exchequer Bonds which were introduced m 1863 by MrP 
Gladstone The original Exchequer Bills of 1696 were payable at any time 
on demand hke bank notes 
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Sometimes the expression short-term debt apphes to debt mter- 
mediate between floatmg debt and long-term debt In France 
the categories are permanent and long-term debt, short-term debt, 
and floatmg debt Short-term debt is debt over a year and not 
more than ten yeais In the United States the expression 
Treasury Ceitificates of indebtedness is appbed to maturities not 
exceedmg one yeai, while Tieasury Notes apply to maturities from 
one to hvc years Maturities exeeedmg five years are called^ 
Bonds ' The expression deadweight debt means aU public debts 
agamst which there are no particular assets ' It, therefore, m 
British financial parlance mcludes all funded and unfunded debt 
and annuities but excludes ‘other capital babibties’, which are 
debts for productive purposes or for certam capital works of a 
durable nature The mteiest on the latter is met from votes of 
Parhament, mstead of, m the case of deadweight debt, from the 
Consolidated Fimd Termmable anniuties are not always shown 
m the same mauner There is no uniform practice of showmg 
annuities, smee some countries show the total sum to be paid, 
while others show the present calculated at varying rates of 
interest Terminable annmties are lelatively unimportant In 
the case of Great Britam they consist almost entirely of the 
liabihty of the National Debt Commissioners to the pubho m 
respect of annmties sold for life and for a term of years The 
issue of these annmties is m return for cash or Government stock, 
the cash is appbed to the purchase and cancellation of Government 
stock, the instalment of the annmties bemg charged on the Con- 
sohdated Fund Annmties in Great Britain are now limited to 
life A deferred oi reversional annmty is one that does not 
commence until after a certam period of years oi after the decease 
of a person An annuity m possession is one that has already 
commenced Tontmes,^ named after the inventor Tonti, an 
Itahan banker of the seventeenth century, are annmties shared 
by subscribers to a loan with the benefit of survivorship, the 
annmties bemg increased as the subscribers die, until at last the 
whole goes to the last survivoi or to the last two or three accord- 
mg to the terms of the tontme A Mr Martm who was nommated 

1 For Tontmts m the United Kingdom see the invaluable Return of Pubhc 
Income and Expendiluie (No 366, i 1869), App 13, p 571 This return, in two 
volumes, is usually known as “Chisholm”, who was the ohief clerk of the 
Treasury mamly responsible for the work 
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a subsciiber to a tontine and died m his 92nd year, in return for 
£100 oiigmally contracted, received as dividend for the preceding 
SIX months m January 1870, £3875 0 4, and m July 1870, 
£3891 10 2 The amount originally borrowed by the British 
Government was £228,000 at 7 per cent The pimcipal of each 
subscriber (£100) lapsed at death, while the entue mterest was 
divided among the survivors 

Public debts may be classified accoidmg to the particular view- 
pomt under consideration They may be classified accoidmg to 
(1) the period or duration of the loan — permanent or irredeemable 
debt m contrast to redeemable debt, long-term m contrast to 
short-term debt , (2) the method of flotation — ^voluntary or 
compulsory loans , (3) the place of flotation— internal as 

opposed to external debt , and (4) the purpose for which the 
debts are contracted, such as productive or unproductive or dead- 
weight debt 

It is possible to classify states into (1) those which borrow at 
low interest, the well financed states , (2) states at moderate 
interest, i e those states which borrow freely but not beyond 
their resources , (3) states of high mterest whose debts are heavy 
and mcrease more rapidly than then resources , and (4) states of 
excessive interest Those of the last class are the defaulting or 
insolvent states Dudley Baxter ^ classified the countries mto 
groups such as these In group (1) he mcluded the states which 
paid, in 1874, 3 and 4 pei cent mterest, such states as the Umted 
Kmgdom, the Netherlands, Belgium, Germany, India, Canada, 
Sweden, Austraha, and New Zealand , states of moderate mterest 
(5 to per cent) mcluded the Umted States, France, Eussia, 
Chile and the Argentme, and the states paying high interest (6^ 
to 10 per cent) were Japan, Austria, Hrmgary, Columbia, Italy, 
Egypt and Turkey States paymg excessive mterest (above 
10 per cent) mcluded Spam and Greece and a collection of Spamsh- 
Amencan colomes near the Equator In 1874 Paraguay and 
Venezuela were paymg on the market price of the loans 25 per 
cent, Greece 30 per cent, and Honduras no less than 66 per cent 
This last class is a good example of Wellmgton’s maxim that high 
mterest means bad security, or rather the converse, bad security 
requires high mterest Lord Eothschrld, before the Select Com- 

^ “ The Eecent Progress of National Debts ”, Jomnal of the Royal Statistical 
Society, vol xxxvii , 187i 
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mittee of the House of Commons on Foreign Loans, touched the 
core of the pioblem when he said “ The disease is the desue of 
people to get a high late of inteiest lor then money ” Un- 
fortunately a propel insight mto the facts of each investment is 
not always made, so that the causes justif3nng the higher rate of 
interest aie sometimes overlooked When a country has much 
floatmg capital, especially when it is in the hands of a few large 
owners, the tendency is to be satished with a moderate rate of 
interest provided this is accompamed by security The larger a 
man’s wealth the more careful is he m the distribution of his 
capital, and as a rule he invests it in Government funds bearing 
a comparatively low but safe rate of mterest This enables him 
to be free from caie and woiry and to en]oy the other mterests of 
life which the man of smaller fortune, eager to earn the most 
from his capital, cannot always follow Men, it is said, do not 
become rich by investing m Government bonds , they invest in 
Government loans because they are rich It is not always the 
opmions ciirient among a people or even among the mvesting 
class which settles the question of the rate of interest of another 
foreign country Pohtical and other influences have a great deal 
to do with this The widespread practice of savmg and mvestmg 
in rentes by the rank and file of small capitalists in France and 
their thriftineas as well as their patriotic instincts account for the 
comparatively high prices which rentes mamtam The State 
ivhich consistently meets its promises is in the front rank of 
borrow eis, while those whose pledged word cannot be rehed 
on stand at the further extieme In an analysis of pubho 
debts (and pubhc debts are as mdispensable to-day as they 
were a hundred years ago) we see the importance of good 
feelmg and confidence and the bi^d effects of one country 
makmg ugly faces at another This prevents the free move- 
ment of capital between countries to a degree that is scarcely 
ever reabsed 

< The fundamental characteristic of a public debt is that it is ; 
contiacted between the State as a borrower and the private owner^ 
of capital as creditor Such debts aie sometunes spoken of as' 
commercial debts The State enters mto a contract to pay the 
interest and to repay the capital The service of the debt 
becomes a first charge on revenue The State cannot, by urn- 
lateral action by itself, modify the rate of interest or the conditions 
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of amortisation, nor can it inflate the curiciicy to reduce the 
hiuden of its indebtedness unless it wishes to become bankiupt, 
and to receive a blow the lecovery from which may take years, 
if indeed it can lecovei at all Any financial operation undei 
this definition which lacks the chaiacteristic of voluntary boriow- 
mg on the part of the parties to the contract would not be regarded 
as a public debt F orced loans and issues of Govei nment currency . 
notes are not m this view public debt A forced oi compulsory ' 
loan has many of the characteristics of a tax The terms may 
have no leferenoe to the credit market, these loans bemg resorted 
to only when the Governments are unable to borrow in the market 
in this usual way on normal terms Forced loans can only be 
raised withm the jurisdiction of the borrowing State and conse - 1 
quently they are limited in the operation The use of Government 
cuiienoy and promissory notes, when these notes are made legal 
tender and forced mto circulation, is m effect borrowing by com- 
pulsion The issue of inconvertible currency is nothing more than 
the equivalent of a forced loan on the metallic money circulation 
in a country It is a means of increasmg very lapidly monetary 
ciiculation There is the possibility of over-issue resulting in 
inflation and in the deterioration of the financial and economic 
health of the country concerned The issue of inconvertible paper 
frequently inflicts mcalculable loss on the community bv the 
resultmg mflation of prices with its violent effects on those with 
fixed mcomes and the poorei classes from whom a relatively 
greater contribution is exacted, as they are affected by the change 
m puces, especially of food, more than the rich, and then wages 
do not move m harmony with prices Foreign trade is upset by 
the depreciation of the foreign exchanges, and mdeed rhe whole 
of public credit is severely damaged The experience of both 
Germany in 1922-23 and France in 1926 befoie stabilisation, have 
shown the damagmg effects of this method of raismg loans 
Debts m the nature of unpaid bills for public works, pensions to 
the Civil Service, and indemnities are not public debts 

In fiscal hterature there is a difference of opuuon with regaid 
to war or mter-governmental debts Some writers do not classify 
such debts as public debts because of the nature of these debts 
“ Fmancial commitments ”, M Gaston J^ze says, “ of one state 
towards another such as war mdemmtres imposed by a victorious i 
state upon the conquered or loans made by one state to another 
VOL II s 
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in tlie piasuit of a co mm on wai or of any othei common political 
goal, do not constitute a pait of the public debt piopei These 
aie political debts, and by reason of then origin and character aie 
subject to a tieatment different fiom that accorded to the debts 
owed to piivate lenders ” These inter -governmental debts owe 
then origin usually m pursuit of a common war, and there was a 
duett or rndirect advantage to the lending country, which could 
not aftoid to see its ally starved of ammunitions or collapsing 
oviiig to the lack of adequate financial assistance There is no 
voluntary idea of contract between the State and the individual 
lender of capital On the other hand, there is an act of public 
bonoMiug between State and State Without takmg up the I 
extreme positron of so able a thinker on fiscal problems as M Jeze, 
we aie of opinion that war debts may be regarded as pubhc debts, 
but for the reasons just stated are different from public debts in' 
the ordmaij accepted sense They do contam the idea of a con- 
tract, not it is true between State or individual borrowei, but' 
between Governments They certainly require independent treat- 
ment on account of their origin, and also because m periods of 
depiission following wais the interest payments on such debts 
upset inteinational trade aud consequeutly have then bad effects 
even on tlie hmdmg couiitiy They are pait of the waste of war 
like the spent ammunitions for which they paid, and they en- 
cumber the letiirn to noimality, as the payments produce mal- 
adjustments which nroie than offset any benefit which they may 
bring, and as Mr Mellon, a former Secietary of the American 
Tieasur} , said, “ The entue foreign debt is not worth as much to 
the American people m dollars and cents as a piospeious Europe 
as a customer ’ 

Bometiines loans are issued m the form of lottery loans, the 
lender being (ontent with a small rate of interest or no rate of'i 
iiitLiest at all m return foi the chance of wiimmg a laige prize by 
the s}''steraatif (hawing of certain bonds The letter}' loan pio- 
vides a cheaper method of flotation than would otherwise be 
possible, and this explains the reasons of its popularity in the 
financial history of many Governments This form of loan for 
the benefit of the State was first floated m 1530, and the first 
record of a State lottery loan m England was m 1569 Lottery 
loans were introduced into Great Britam in 1669 ancTwere a source! 
of State revenue until 1826 This foim of loan has been popular * 



PUBLIC DEBT 


779 


in France, Belgium, Germany, Austria, and Italy, and is not used 
111 Great Britain, the United States, and Japan, as it is held to be 
in the nature of gambling Its permanence in the history of public 
loans IS due to the fact that it provides a cheaper ciedit than is 
ordinarily obtainable if ordinary loans were floated Purchasers 
may receive no interest at all but only the return of the face value 
of the lottery loan or the face value plus interest at a low rate 
The former are sometimes called chance loans and the latter 
piemium loans The fimds for the prizes are obtained in inteiest- 
beaimg lottery loans fiom the difference between the low interest 
paid and the pievailmg market rate, and m non-interest-beariiig 
loans from the intei est on the capital of the loan 

2 The Growth or Public Debts 

Finance bv boirowing has a position of great importance in 
public finance at the present time owmg mainly to the fact that 
huge debts have been mcuiied in war and that the budgets of 
most countries are compelled to provide for large payments iii the 
form of interest and sinkmg fimds to ensure the lepa^mient of 
capital “ It IS only just over five years ago ”, stud Iti Llojd 
George m the spring of 1924, “ since the last giuis ceased firing m 
a nar of concentrated destruction such as the world has never 
seen It cost the belligerent nations over £50,000,000,000 , either 
by death or mutilation Europe was deprived of at least 25 millions 
of its best wealth-producers, and the whole of the delicate and 
oompheated machinery of mternational trtvde was shattered ” 
The pubhc debt of twenty - seven countries m 1900 was 
£6,079,000,000 , m 1913, the year before the War, £8,566,000,000 , 
and in 1933 £22,000,000,000 In the space of three decades, 
therefore, the mezease in debt has been three and a half times, 
an eiioi mous increase The net cost of the W ar has been estimated 
at nearly £42,000,000,000,^ and expressed in 1913 poiuids the net 
cost is over £16,000,000,000 The Seven Years’ War, 1766-G3, 
added £60,000,000 to the English National Debt, or practically 
doubled it The American War, 1775-83, added £121,000,000 to 
this The wars between 1793 and 1815 mcreased the public debt 
by no less than over £600,000,000, the English public debt ui 1793 

^ Duect coat plus loans from Allies minus loans to \lhea=net coat To 
obtain the diiect cost the normal estiinalctl expenditures of pre War years were 
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being £239,000,000 In Gicat Butain the idtio of public debt 
to ordinaiy revenue has incieased fiom 3 6 times in the pie-Wai 
yeai to 10 6 at the piesent time , m Fiance from 6 9 to 9 8 , from 
1 6 to 9 8 in the United States , fiom 6 1 to 5 7 m Italy , in Japan 
from 4 5 to 6 3 , in India 3 6 to 5 8, while m Geimany the pie- War 
figure of 2 is the same as to-day As we shall see m the ^pllowmg 
chapter, which deals with the buiden of public debts, these figures 
aie not of leal -value unless the nature of the debt is considered 
Local authorities as well as Governments have very noticeably 
widened the scope of their administrative fimctions, and this has 
led to a great increase in mdebtedness on their part Elsewhere 
we have noted the decentralisation that is takmg place in ex- 
penditures, which 13 at the same time accompanied by a centrahsa- 
tiou of revenues As compared with the pre-War year British 
local mdebtedness has greatly mcicased, and the expenditure on 
social services has mcreased more than six times as compared 
with pre-Wai yeais In the United States m the post-War 
years local debts, mainly on account of education, roads, local 
admimstration and social welfare, have also greatly increased 
Thus m 1928 the boiiowmg of local authorities amounted to 
$11,196,000,000 as compared with the indebtedness of the states 
of only $1 ,502,000,000 Local loans m the United States, by the 
restrictions of a constitutional and legislative nature on taxation 
and by the exemption of local bonds from taxation, have been 


deduoteil from the total oxpemhtures The details of countries were (million 
dollars) 
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much encouiagcd In almost all Emopean countries the tend- 
ency to increased local indebtedness has been very marked It 
has, howevei, been restricted, and fortunately this indebtedness 
IS supervised and controlled by Governments, as Governments 
aie affected by the competition of local anthorities m the capital 
market 

3 Public Credit — 4 Product of Modirn Times 

Public loans 111 leahty are a product of comparatively lecont 
times Until the Indiistiial Eevolution hoaidmg was the normal 
form of saving Tlixoughout aiitiquit} , the Middle Ages and for 
many centuries aftei wards, it was the usual way of storing ivealth 
for possible futuie use Indeed the system of public ciedit 
was almost entirely non-existent up to the eighteenth century, 
except in a few small commercial republics, one or two trading 
states m Geimany, and the Netheilands Loans indeed were 
made from time to time on the personal credit of the monaich 
The public did not subsciibe as theie was none of the developed 
system which is in universal operation to-day As late as the 
eighteenth century busmess men have been Icnown to have retired 
with chests of gold corns from the proceeds of w^hich they lived 
on their savmgs In the nmeteenth century the giowdh of public 
credit was phenomenal and the development of the limited liabihty 
company had no small share in this In the twentieth centuiy the 
prodigious loans contracted for the Wai have fuithei extended 
pubho ciedit and brought into relief its advantages, including the 
stimulation of thrift among the general public 

Hoardmg difiers from aavmg as is generally understood, m 
that wealth does not find its way into investments, the hoarder 
leceivmg no yield from his wealth unless gold, silver, and other ^ 
forms of durable goods appreciate m value The hoaidei is free 
from the iisks of financial panic and depreciation but is exposed 
to the risk of theft It is only m times of war 01 panic that he 
gams In the ordinary times of peace all the advantages he with 
the mvestoi Individual savmgs are not employed as productive 
capital by them owner largely because he has no alternative but 
to hoard them Adam Smith m TJie 'Wealth of Nationi states 
“ In a rude stats'^ ^ciety*theie are no gieat meicantde or i 
maniifacturmg capitals The individuals, who hoard whatever*^ 
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money they can save, and who conceal then hoard, do so from a 
distrust of the justice of Government, fiom a feai that if it was 
known that they had a hoard, and wheie that hoard was to be 
found, they would quickly be plundered ” ^ He points out, too, 
that a principal means of employing surplus wealth in England, 
during the Middle Ages and in many countries at the time when 
he wrote, was as in India to-day, by keeping laige numbers of 
letamers who were, m his mcw, mainly unproductive consumers 
Before the evtension of commerce and manufactures in Europe, 
the hospitality of the rich and the great, from the sovereign down 
to the smallest baion, exceed everything which m the present 
times we can easily foim a notion of 

Hoarding m the form of gold, silver, and precious stones is 
still a characteiistic of India It is sometimes not realised how 
great are the hoards m India to-day and even m the West The 
population of India alone among the modem countiies of the 
world continues to hoard piecioiis stones, gold, and silvei m large 
amounts because of immemorial custom which is of ticmendous 
social significance MHien it is lemembeied that Hinduism is 
piofessed by neatly two-thuds of a population of 363,000,000 
and at the basis of its religious and social system is the pheno- 
menon of caste, and that, too, except in a very restiicted field it 
remains unafiected bv contact with the philosophies of the West, 
the importance of the social system wiU be readdy understood 
It diffeis fiom the religion of Islam which has over 77,000,000 
f ollowcis, as the latter is based upon the conception of the equality 
of man Theie aie a dozen mam languages and over 200 minoi 
dialects, and its people aie often as distinct from one another m 
tradition and manner of life as are the nations of Europe Hoard- 
ing, theiefoie, m conditions such as these flourishes Diirmg the 
last hundred years India has imported £640,500,000 in gold which 
at piesent prices (1935) is about £900,000,000, and it has been 
tentatnely estimated that the gold privately hoarded m India 
fiom 1493 to 1930 amounts at least to 15 per cent of the world’s 
production duimg the same period ^ In Chma the habit of hoard- 
ing has never developed as in India, due perhaps to the greater 
stability of Chmese civihsation There aie in the West consider- 

’ The It ralth of ifationa, Bk V ch iii , Canaan edit vol ii p 396 

- From 1911 to the end of 1035, rouglUy one sixth of the value of the gold 
hoarded was exported from India 
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able hoaids m piecious stones, gold, silvei.and noiks of art which 
amount m the mass to very large sums All the famous diamonds 
of antiq iiity were Indian stones, such as the Koh-i-nooi handed over 
to the British Ciown by the East India Company in 1850, and the 
great Orlofi diamond stolen by a Ei ench soldier fiom the ej e ol an 
idol j n an Indian temple Imports of gold and silver since the 
begmumg of the ccntui}' have been phenomcnallv laige and run 
into many liiindrcd rmllions stei ling In one of the largest Indian 
States the ruler’s private tieasure is considerably more thair the 
erpiivalcnt of £10,000,000, and his jewels, when valued on Iris 
accession, amounted m value to £150,000,000 Tluoughoiit 
Indian history theie have been large hoards, as for example in 
the time of Aurangreb, who conducted his wars largely out of 
the hoards amassed by his predecessors Vincent Smith mentions 
the hoaids of Akbar rn terms which are not an exaggeration 
“ The wealth of Akbar, the richest sovereign of his age, was far 
exceeded by the gigantic tieasures of his grandson, who kept his 
principal hoard at Agra m two great underground-story rooms, 
one for gold and the other for sihei — each seventy feet scpiare 
and thirty feet high ” ^ The enormous loot at Seiiiigapatam, 
running into millions sterling, is ,i mattei of liistoiv VVe le.id, 
too, of tlic sack of Smat, not a laige town br Slnvaji m his 
Mululcgiri raids m 1664 and again m 1670 Sluvaji took avay 
111 the first sack of the town Rs 10,000,000 (at the then late of 
exchange the equivalent of £1,000,000 steilmg), and from the 
house of Baharaj Borah alone he took 28 lbs of pearls much 
] e weller-v , and an incredibly large amoimt of money In the second 
sack the Mahiatta conqueror took the equivalent of £660,000 In 
Madura to-day in a single temple there are hoaids estimated at 
Rs 30,000,000 (£2,250,000), and in Ahmedabad religious hoards 
are Rs 10,000,000 (£750,000) The recent disco\eiy of the Tut- 
Aiikh-Amen treasures in Egypt, the hoaids in Athens when 
Athenians amassed 10,000 talents in the interval between the 
first and second Peloponnesian Wars, the treasures which had 
been accumulated m temples such as that at Delphi plundered 
by the Phocians m 356 b c , the 50,000 talents (the equivalent of 
£19,000,000) found by Alexander the Great at Susa, the 180,000 
talents (the eqiuvalent of £41,400,000), the accumulated tieasure 
of Alexander at Echatana, are well-known historical facts In 
1 Vincent A Smith, TAe Oxford Histony of India (Oxford, 1919), pp 392 03 
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Rome tlie Jiscus of the Empeiors, especially piepaiatoiy to 
teriitoiial expansion, had great leseives There were also very 
rich men like Crassus, Maecenas, and also Heiodes Atticus, whose 
splendid fortune, expended lavishly on public puiposes, was founded 
upon a valuable hoaid discovered in the reign of Neiva As late 
as A D 637 the hoards at Ctesiphon near Baghdad, when captured 
by the Arab General Sa’ad, weie so extensive and costly that, 
after one-fifth of the uhole and works of ait had been set apart 
foi tlie Caliph, there vere left 12,000 dirhems, the equivalent of 
£18,000 OOO, foi distribution among his 60,000 soldiers Germany 
and Russia hoarded gold before the War No country, however, 
V ould think of keeping a large war hoard of gold as Germany did 
to the extent of £6,000 000, a part of the mdemnity paid by 
Fiance in 1871 by the Tieaty of Frankfort, because a country 
cr en r\ ith moderate ciedit facilities can always raise loans with- 
out difficulty Such a fund may give a country increased reliance 
for a short jieiiod before oi at the begmnmg of a war, but in view 
of the del elopment of public credit, such a method is considered 
to lie out of harmony with present conditions 

To-dai investment opportrmities are widely developed and 
there is a gionnig sense even among small saveis of security 
and confidence Pubjic credit has taken the place of State hoaid- 
ing It assumes developed industii, finance and commerce, 
‘internal and external peace, a well-ordeied system of government, 
and a fiscal svstem m which taxation is the real source of revenue 
The chief principle m a well-financed State m pubhc, as in private 
finance is that annual recurring expenditure must be met from 
annual revenue The will and ability to pay taxes is the sohd 
basis of pubhc credit and taxation must be a normal source 6f 
pubhc revenue As Adam Smith with his usual accuracy of 
statement sa-^s, “a man must be crazy who, where there is 
tolerable secmity, does not employ all the stock which he com- 
mands ” He reminds us that with the development of industry 
commerce and manufactures can seldom flourish long in any 
State which does not enjoy a regular admimstration of justice in 
w hich the people do not feel themselves secure m the possession 
of their property, m which the faith of contracts is not supported 
hr law, and m which the authoiity of the State is not supposed 
to be regularly employed m enforemg the payment of debts from 
aU those who are able to pay Commerce and manufactures, m 
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bhort, can beldom flounsli ui any State in which theie is not a 
certain degree of conhdence in the justice of government The 
same confidence which disposes great merchants and manu- 
facturers, upon ordmary occasions, to trust their property to 
the piotection of a particular Government disposes them, upon 
extraoidmary occasions, to trust that Government with the use 
of them property By lending money to Government, they do 
not even for a moment dimmish then ahilit}' to carry on their 
trade and manufactures On the contrary, they commonly aug- 
ment it The necessities of the State render Government upon 
most occasions willmg to borrow upon terms extremely advan- 
tageous to the lender ” ^ The necessity of horiowuig in a com- 
mercial state of society hrmgs with it the facility of doing so 
“ A country aboundmg with merchants and manufacturers 
necessarily abounds with a set of people who have it at all tunes 
in their powei to advance, if they choose to do so, a very large 
sum of money to Government Hence the ability m the subjects 
of a commeicial State to lend ” 

d The ADVANT40E& AND DiSAD\ ANTAC.ES 
OE Public Credit 

It IS difficult to siimmaiise biiefly the advantages and dis- 
advantages of pubhc credit as many of these have been already 
refeired to in previous paragiaphs Pubhc credit enables capital to 
be^borrowed by those who are able to use it to the best advantage 
It does not create capital , it enables capital to be employed moie 
effectively It has made possible very maiij undertakmgs w'hich 
reqmre for then creation and upkeep an amoimt of capital which 
no mdividual could have supplied himself, and m the construction 
of which the cost could not have been met from the curient 
revenues of the State Countries have been developed and inter- 
national tiade expanded by pubhc credit In countries with a 
developed system of credit the exchange of wealth is facilitated 
to the lasting good of the country concerned Others which have 
been the victim of calamities such as war and earthquakes have 
been able to obtain funds to restore them to normality In- 
creased funds have been made avadahle, especially foi the 
younger and undeveloped countries Agam, credit increases the 
1 The Wealth of Nations, Bt V l1i m , Cannan edit vol u p 396 
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natioiul capital available foi investment The workmg and 
middle classes, as we have seen, find a piofitable mvcstment for 
their savings Weie it not foi banlcs and issue houses much 
capital would not have come into use but would have been 
hoarded In regard to war public ciedit has indeed been of vital 
^importance, as without public credit no war could be waged for 
any length of time “ Defence is of much more importance than 
opulence ”, and countries have thus been able to preserve their 
ciiltuie and defend then ideals by means of public credit Public 
credit also broadens the outlook of men “ A creditor of the 
public has no doubt a general mteiest in the prosperity of the 
agiicultiue, mamifactuies and commerce of the coiintiy , and 
consequently m the good condition of its lands, and in the good 
management of its capital stock ” ^ Trade is benefited because 
■^as a rule the proceeds of a loan have beneficial effects on the 
balance of pa}Tnents The regulai paymient of mteiest and the 
repayment of pimcipal piove a steadying factor in the foreign 
exchanges 

With these vei> maiked advantages theie aie one oi two dis- 
advantages w'liich cannot be overlooked The chief of these is 
the tendency to over-bonow on the part of the State and to saddle 
posterity with burdens by the incurimg of expensive capital 
schemes Especially m young countries public credit has some- 
times been used overmuch, and this m turn has necessitated, as 
111 Australia, a complete cfVeihaulmg of capital expenditure and 
its control by an independent financial body representmg m 
Austraha the Commonwealth and the states Some European 
States have mcuricd obligations beyond their taxable capacity, 
with the result that default or repudiation has taken place yTn 
the case of external loans for unproductive woiks which do not 
produce their own mteiest and amortisation of capital, the pay- 
ment by the debtor nation to its creditor has necessitated an 
increasing part of the national income, of the former being trans- 
ferred to the latter to meet foreign payments, and this m turn m 
the post-Wai period has led to heavier taxation and to further 
borrow mg The burden becomes aU the greater if there is, since 
the contraction of the loan, a fall m the general level of prices 
The history of post- War Germany is an example of the tendency 
which public credit has m encomagmg extravagance especially 
^ The M eaUk of Nations, V ch ui , Cannan edit vol ii p 413 
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among local authonties This danger of ovei -boiiowmg is 
accentuated by the inci eased facility by which public loans can 
be raised to-day From 1924 to 1930 Germany borrowed abroad 
(net) nearly 18,000,000,000 marks and 25,000,000,000 marks 
(gioss) (£860,000,000 and £1,200,000,000 respective!} ), while its 
total reparation payments were 11,000,000,000 maiks Not less 
than 40 per cent of this was actually borrowed at shoit-tcim, 
and it thus placed Geimany m a most dangerous international 
financial position, as became obvious m the summer of 1931 If 
a State ovcr-borrows it will be impossible to meet the annual 
obligations of the Government, as these obligations may be be- 
yond the taxable capacity of the taxpayers and the inevitable 
result must be default or repudiation In a subsequent para- 
graph another disadvantage of public credit is discussed — the evil 
results of inflation following on the creation of purchasmg pow or 
by bank credits It will be clear how, when the amount of mone} 
obtained by taxes oi by pubhc loans falls temporarily below the 
urgent demands of the fightmg scryiccs and ammunition factories, 
Goyeinments liaye to turn to bank credit to fill up the gap betw een 
income and expenditure The alternatiye is, as in German} in 
1922 and 1923, direct resort to the printing piess The eftect of 
the creation of bank credits is to giye the Goyernment greater 
purchasmg power and thus to curtail the real value of the pur- 
chasing power left to individuals State borrow mg m normal 
times must never be such as to lead to the starvation of industry ^ 
The first limit to the absorption of capital by the State must be 
the normal busmess requirements of the country In abnormal 
times industry may and does have to be content with a mere 
fraction of its oidmary requirements T he S tate, how ever) must 
keep its borrowungs withm the hm its set the amount o f capi tal 
which can be saved by the people The amount of loans borrow ed 
abroad wiirdepemTon the state’*of the national credit, the nature 
of the expenditure on which the loan is to be spent and on the 
past financial history of the country rn regard to payment of 
interest and capital 

There are one or two peculiarities of State borrowung which 
require emphasis The rules that govern the borrowing on the 
part of an individual are generally similar to that of the State 
There are, however, ceitam points of difference A State, unlike 
an individual, does not die Hence public credit ihay be con- 
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sidpied peimancnt, if the State wishes, the State being not bound 
to liquidate all its debt at any definite period A State also 
possesses sovereign power and it can compel its subjects to con- 
tribute Forced loans, however, have been, except in isolated and 
exceptional cases, discontmued smce the seventeenth century, and 
suice then Goi ernments have usually relied on the vohmtary loiig- 
teim or shoit-teim loans The position of units sueh as local 
authorities is the same as that of private borrowers They do not 
possess sovereign power On account of its sovereignty the State 
may repudiate its debts An important m&tance of this kmd is 
that of the United States, wdiich, under the Fourteenth Araend- 
meut to the Constitution, declared m 18G8 that all debts contracted 
bv the Southern states diiimg the Civil War and any debts that 
may be incurred at any time in aid of any msunection against the 
Federal Government, w^ere void Before this, m the forties, seven- 
ties, and eighties of the last century several states of the American 
Union repudiated their debts, as, for example, Mississippi and 
Floiida, or, as in the case of Alabama and others, they defaulted 
The mum consideration undeilymg the repudiation or default was 
largel> political a move agamst corrupt government The 
greatest repudiation in history waij that of Soviet Eussia m 1918, 
when o\er £3,800,000,000 of Government and Government- 1 
guaranteed debts were repudiated on the ground that the debts 
were repugnant to the new socialist order, as the debts were part 
of the capitahstic system of private property and were “ con- 
tracted b> the Government of Eussian landowners and Eussian 
bourgeoisie ” The debts to the AUies’ Governments were repudi- 
ated also on the ground that they have been incurred m financing 
of a w ai in which Eussia had little at stake as compared with her 
Allies All wise 6o\ ernments, however, reahse that the sanctity 
of contract is a fundamental principle of capitalistic society, as 
constituted to-day, and how dehcate credit is Anyt hin g lilrely 
to shake the ciedit of a country must be sedulously eschewed 
The financial position of a State and local authoiities is better 
knowTi to investors than the position of private borrowers The 
State and the local authorities must therefore keep strictly to the 
path of financial rectitude and maintain that cardmal principle — 
A nation must pay its way and hve 
within its means and so earn the respect of the world This 
accounted for the rapid recovery which the Commonwealth 
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Goveiiunent of Australia made between 1931 and 1935 as a 
borrower m the London money market 

5 Taxation versus Loans 

Public loans exercise a gieat influence on a eountiy’s national 
economy Most coimtries could not have developed their re- 
souices as they have done without pubbc loans, mcludmg loans 
111 the case of the younger and undeveloped countries from the 
older creditoi countries of the world To-day many couritiies aie 
paying a considerable portion of their annual levenue as seivicc 
of the public debt The problem arises how far should public 
expenditme be met from taxation and, on the othei hand, fiom 
loans As has been shown in Chapter XI of Book II , regular 
recunmg exp enditure must be met from taxation Expenditure ' 
oh productive works is us uallyaidb,' somcMhe^om loans anH to^ 
a smaller extent fiom reve nue. The real difflculty arises with 
regard to'iuiFemunerative occasional expenditure such as wais, 
occasional catastrophes such as earthquakes and famines, and also 
the cost of some great refoim such as the abohtion of slavery, 
which necessitated the raising of the West India Slave Compensa- 
tion Loan, 1835, of £20,000,000 as compensation to slaie-owneis 
by Great Britam From 1688 to 1856 Great Britain inclined 
on wars £1,212,000,000, of which over seven-twelfths weie from 
loans (£711,000,000) and less than five-twelfths (£501,000,000) 
from taxation In the Great War m most belligerent countries 
from two-thirds to four-flfths of the total fiscal cost were met fiom 
loans Germany actually paid 85 pei cent of the cost out of loans, 
no doubt on the ground that payment of wai mdemnities would 
liquidate the loan 

Among the classical economists Ricardo uncompromisingly 
objects to meeting war expenditure by loans He holds that 
I such expenditure should be met immediately from taxes His 
view IS a perfectly clear and logical one, although to-day it would 
be impossible to raise taxation to meet the huge expenditures 
which war necessitates To borrow is, m Ricardo’s xuew, to 
create a permanent* deficit Bonowmg makes an mroad into 
capital It makes mterest rates rise and wages fall The total 
expenditure of a coimtry is made up of private expenditures and 
public expendituies Taxation is the only means of keeping 
down private expenditures w’hen public expenditures mcrease 
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If piivatp evpendituies aie not decreased in thLS way poverty 
will follow To the practical financier Ricardo’s view is im- 
piacticable He will pomt out that no taxation system will bear 
the stiain of so hnwe an increase any more than the taxpayers 
thoinselves that Ricardo fails to differentiate between shoit- 
temr and permanent borrowmg , and he does not appreciate the 
differential burdens of internal debts as theory has elaborated 
to-da\ CTladstorie also supports Ricardo’s vrew “The expenses 
of a war ”, sard Uladstone “ are the moral check which it has 
pleased the Alniiglit} to impose upon the ambition and the lust 
of concpiest that are inherent in so many nations The necessity 
of meeting from year to year the expenditure which it entails, is a 
salut.iiv and wholesome check making them feel what they are 
about and making them me^ure the cost of the benefit upon 
which they mnv calculate ’^/On the other hand, there are those 
who will borrow at the beginnmg of a war all the additional 
expenditure Thus Adams put forward a plan that in the first 
\ear of the war the whole in the second year a greater, in the 
tliiul year a smaller part, and in the fourth year none of the cost 
should be made from loans The whole cost, therefore, should be 
met aftei the third year bi taxation ^ Sehgman took the view 
m icgaid to the expenditme of the Federal Government of the 
United (States in 1918 that “ It would have been necessary not 
only to take by taxation most of the smaller mcomes and virtually 
all the larger incomes, but also to confiscate virtually all of busi- 
ness profits, and finally, after lev 5 ung criishmg taxes on consump- 
tion, to take such part of the existmg private property off the 
United States as could find a ready market abroad'” ^ <Some^ 
’ other writers have suggested that the whole of the extraordinaiy 
expenditure in war should be met by loans, hut rts loans should 
be for a short period only, say fifteen or twenty years If the 
buidens arc distributed over a short peiiod of years, each genera- 
tion will have to bcai its share m order to keep the pubhc debt 
fiom rising to astronomical heights This method of financmg 
war expenditure would apply to other extraordmary and un- 
reinunerative expenditme which should he distributed, it is held, 
o\er the shortest possible period without necessitatmg an ex- 
cessive inciease of taxation 

‘ Coinpan H C Adam'?, Pubhe Debts, p 141 
- Stligmaii, Mssaya in Taxation, 9th edit p 744 
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The best method of attacking the problem le to go back to 
Adam Smith “ The want of pai simony m time of peace, imposes 
the necessity of contiacting debt m time of war When war 
comes, there is no money in the tieasuyy but what is necessary 
foi carrymg on the ordinary expense of the peace establishment 
' In wai an establishment of thiee or four times that expense beA 
comes necessaiy for the defence of the state, and consequently a| 
revenue tliree or foui times greater than the peace revenueju, 
Supposmg that the sovereign should have, what he scarce ever 
has, the immediate means of augmenting his revenue in pio- 
portion to the augmentation of his expense, jet still the” produce 
of the taxes, from which this increase of revenue must be drawn, 
will not begm to come into the treasury till perhaps ten or twelve 
months after they are imposed ” i “ An immediate and great ex- 
pense must be incurred in that moment of immediate danger, 
which will not wart for the gradual and slow returns of the new 
taxes In thrs exigen^ Government can have no other resource 
but in borrowmg ” V^dam Smith, who is neither a supportei of 
all tax method ’^f financing nor of the “ all debt method ’ , 
but of both, is awarc'that taxation cannot be violentlj changed , 
that taxes must be increased and new taxes added to the old , 
that these taxes must be used to pay intei ost and also the capital 
of the debt Even if there is a surplus of revenue it w ill probablj 
be inadequate to pay off the debt withi^ny period during rvhiclr 
it IS likely that peace may continue ^^^e also realised that loans 
or fimding makes the present taxation so much less burdensome, 
and private mcomes being thus less burdened, accumulation is so 
much less hindered “ If the method of funding destioj's more 
old c^apital, it at the same time hinders less the accumulation or 
acquisition of new capital, than that of defia^ong the pulilic 
expense by a revenue raised within the j’-ear Under the system 
of fuuchng, the frugality and industry of private people can mote 
easily repau the breaches which the waste and extiavugance of 
Government may occasionally make in the general capital of the 
society ” ^ Adam Smith’s position in the phraseology of 
to-day would be to tax up to the hdt and borrow the rest, 
paying the service bf the debt with the utmost regular ity 

1 The. Wealth of Nations, 'Sk V ch iii , Cannan edit -vol u pp 394 95 

- Ibid Bk V oh 111 , Cannan edit vol ii p 395 

® Ibid Bk y oh 111 , Cannan edit vol u p 411 
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and at the same time pajaiig off the pimcipal at the eaihest 
oppoitunity 

But this IS not so simple a piinciple as it appears Indeed the 
issue of taxation veisus loans is far from easy of solution The 
,]ustih(,ation of taxes is that if the total cost of a war is met in 
this way, expendituio would be kept at a minimum Public 
expenditure uould be economical Rehance on taxation avoids 
the daugeis of some of the inflation resulting from credit, especially 
bank credit, and thus it avoids many of the problems of a post-War 
period The levying of very heavy taxes would restrict consump- 
tion on the part of the taxpayers ^ It would reduce the capital | 
oidmaidy available for mdustry and therefore affect piodiiction \/l 
If the fixed capital aheady m mdustry is allowed to depreciate 
this would undoubtedly affect production over a considerable 
peiiod of tune Large loans, however, may also absorb a pro- 
portionately large amount of capital which would otherwise go 
into industry, and the effects may m some degree be similar If 
taxes are levied this would mean the high contemporary taxation 
of the richer classes, who have a larger rnargm for taxation than 
the poorer classes There is a greater amount of free income 
^ivaitmg in the case of the richer classes for the tax-gatherer, not 
jpiopoitionately greater but progressively greater '/If loans are 
I emplov ed extensively this will mean the avoidance of the heavy 
(taxation of the rich, because in^ar-time heavy taxation must 
mean the taxation of the rich'^Vlien subscriptions arc made to 
loans, subscribers hope that the interest which they wdl get will 
be greater than the amount of taxes which they will be required 
to pay, as no taxation system has yet been devised which takes 
the whole of the fiee mcome of the richer classes Subscribers to 
loans, therefore, conclude that a loan will lut them much less than 
the equivalent in taxation In other words, they are likely to 
Aput on a spurt to w oilc harder and even to check their consumption 
Im order to make it possible to subscribe m as large a mea&me as 
Jpossible to loans High taxation may and probably would cm tail j 
. or damp the enthusiasm of these influential sections of the popula- 
1 tion, and this would seriously mteifeie with the conduct of the war 
jm the same way that low taxation and the failure to tax the rich 

I by contemporary taxation imght raise the antipathy of the less 
wealthy classes which again will interfere with the cariymg on of 
the war There are other factors of political and psychological 
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nature which have to be considered, and among these are (1) the 
total cost of the war and its proportionate duration, (2) the posi- 
tion of the money market, (3) the machmery of tax administration 
which cannot certainly meet extremely great fiscal emeigencies 
such as a modem war would necessitate, and (4) pohtical con- 
, ditions prevailing m the country and abroad In the Great War, 
for example, some of the richest parts m Prance weie the scene 
of action and were mcapable of yieldmg any taxes The French 
Government, too, recognismg the pecuhar dislike of the French 
people to direct taxation, postponed the introduction of the new 
and comphcated system of the taxation of income It is to be 
remembered that m time of war the alternative between taxes 
I and loans presents a different aspect from that of peace-time 
j The problem of loans versus taxes has also to mclude the 
' question of the nature of the loans whether they are external or 
internal The fact that about 15 per cent of the fiscal cost of 
the War was met through mter-governmental loans m the Great 
War raises the question of the burden of external loans, which is 
dealt with m the following chapter If the loan is external and 
raised to pay for raw material and other forms of munitions, the 
burden will not fall at the time of the raising of the loan on the 
borrowing coimtry but on the creditor country For the pay- 
ment of interest on external loans, part of the production of one 
country is transferred to income receivers in another country In 
war-time, when mumtions are bemg turned out in great quantities 
and unemployment is low or non-existent, the burden of paying 
interest on war loan may be comparatively light , but when the 
period of depression comes and prices fall, the burden grows and 
the payment from the national mcome of the debtor country to 
the creditor country may be so great as to mterfere with its whole 
economic and financial structure, and make default oi even 
repudiation essential , 

So far nothing has been said as to the ^iftmg of the bmden 
to future generations by the resort to loans This sometimes is 
spoken of as the time distribution of the buiden It cannot be\ 
said without qualification that the resort to loans places a burden! 
on the shouldeis of future generations If the finanemg is done 
by taxes it does not necessaiily confine the burden to the war 
generation The levy of taxes may be so heavy as to affect con- 
sumption and therefore the present generation But as already 
VOL II T 
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shown it may reduce the capital available for mdustry to such an 
extent that production m the future will be affected, and future 
generations will not have the means to produce as ef&ciently as 
otherwise would have been the case The resort to loans, as we 
have seen, may divert funds which otherwise would have gone 
,iiito piivate sources and led to development of production In- 
deed loans might affect the present production as in the last War 
It curtailed the consumption of many investors anxious to sub- 
scribe to their very utmost to the loans, and therefore m so far as 
consumption was curtailed loans may be said to have affected the 
geneiation subscribing to the loans Heavy taxes may impede 
the process of production, while on the other hand, the resort to 
loans may create conditions favourable to expansion and rismg 
prices and thus lighten considerably the burden on the present 
War generation It is therefore necessary, m speaking of the 
shifting of war burdens by loans to future generations, to examine 
with care the various results brought about by both taxes and 
loans On the whole it may be said to involve a transfer of 
accounts from the subscribers of the loans to those who have to 
pay the taxes for the service, mcludmg the repayment of the 
capital of the debt, rather than to say that it is a shift of the 
buiden to future generations The present generation buys the 
loan and has to meet the interest and perhaps the repayment of 
the loan if it is a short-term loan Future generations may also 
have to pay the mteiest, but if the loan is a long-term loan also 
the lepajTnent of the prmcipal The repayment of the principal 
brings the holder of the (internal) loan no benefit and to the tax- 
payer no loss The latter is reheved of the annual contributions 
out of mcome to the bond-holder Whether it is the payment of 
interest or the repayment of capital, it is simply a question of 
transfer from the origmal subscribers to the loans to those tax- 
payers who pay the service and hqmdation of the loans ^ 

6 Finance by Bank Credits — ^Inflation 

Fmance by bank credits leads to inflation By mflation is 
meant an mcrease m the general price-level resulting from an 
increase in expenditures, while goods available for purchase do 
not mcrease m a correspondmg degreej) An mcrease m Govern- 
ment expenditures, even if large, does not necessarily lead to 
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inflation provided the Government has recourse to taxation The 
mcieased demand for goods and services on the part of Govern- 
ment then approximately balances the decreased means of pur- 
chasmg on the part of the taxpayers Taxes balance budgets, 
and inflation in the case of balanced budgets is rare Even it a j 
Government has recourse to a pobcy of borrowing the result may | 
not be inflationary If the lenders to Government curtail their > 
own expenditures equal to the sum lent to Governments, there i 
would merely be a change m the distribution of the demand for I 
goods Unfortunately mdmduals do not decrease expenditures 
by amounts equal to the amounts lent to Government Govern- 
ments, in addition to raisuig funds by taxation and by public loans, 
may find it convenient, especially m an early stage of an emer- 
gency, to use banlrs, usually the Central Bank They may be afraid 
of high taxation and also of loans because the high rate at which 
they borrow might show their weakness even m the eyes of 
neutrals They therefore have recourse to bank credits The 
effect of creatmg bank credits either for the Government directly 
or for mdmduals subscribing to loans or who have taxes to pay 
to Government, is to give the Government greater command over 
purohasmg power, and thus to decrease the real value of the 
purchasmg power left to private individuals It enables the 
Government to have mcreasmg purchasmg power at the expense 
of the general pubho, to get possession of more stocks of goods 
and services, and this becomes m other words a concealed form 
of taxation jf It falls on the poor heavily It is a tax pro- 
portionate to mcome and it thus hits the poorer classes, such as 
wage-earners, hard The creation of bank credit, thyefore, is 
much inferior to fresh taxation and ordmary loans 

In Germany durmg the War the Government boriowed from 
the Reichsbank, and it pernutted the bank to place m its portfoho 
Treasury bills m place of commercial bills as cover for its notes 
This was inflationary m its effect When, too, reparations after 
the War had to be made, budget equihbrium became impossible 
and prices rose higher and higher and even moved more than 
circulation In 1923 people became doubtful about the currency, 
and as a large employer said, when workers were paid their wages 
in the mornmg they returned m the afternoon asking to be paid m 
land in place of the notes paid out m the morning The value as 
a result of the inflation of the currency in 1923 changed not daily 
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but often hourly In France the Government were forced to 
borrow from the Bank of France These loans were not offset by 
a decrease m commercial loans and prices began to rise Govern- 
ment pmchases led to increased production, to arise of prices, and 
this in turn led to demands for cuiiency, chiefly paper currency, 
as soon as the Government cheques were cashed mto notes at the 
Bank of France In 1925 and 1926 the French Government by 
its neglect to take steps m tune to check inflation was responsible 
foi the flight from the franc The large amount of unmanageable 
floatmg debt — m December 1925 eight short-dated bonds amount- 
mg to over two and a half milhons of franca — fell due, which it was 
proposed to pay oft not in cash but m similar bonds or m bonds 
which were to be accepted m the foUowmg year as the eqmvalent 
of cash m payment of direct taxes, with the exception of a new 
tax on profits There was also a substantial budget deficit The 
intoxication of inflation, out of which everybody seems to get 
richer, is a formidable psychological disease, and often is imposs- 
ible of bemg cured until the intoxication has produced a condition 
of financial disablement In the Umted States, as m India and 
most other countries, mdividuals were encouraged to buy on credit 
Government securities, and the banks lent on these securities with- 
out reducmg their other eaiumg assets The result was the same 
as if the banks had lent loans direct to the Government Reserve 
bank requirements of member banks were reduced and all reserves 
had to be held at the Federal Reserve Banks Thus credit ex- 
pansion was immeasmably increased In short, everything was 
set fan for mflation The pre-discount rates were also kept 
purposely low In Great Britam a pohcy of inflation was also 
followed when the need of Government to finance wai m excess 
of the amounts lai&ed by taxation and by loans from the public 
necessitated the creation of credits m then favour at the Bn.nl- of 
England “ The balances ”, as the Committee on Currency and 
Foreign Exchanges after the War m then Fnst Interim Report, 
1918, pomted out, “ created by these operations passmg by means 
of pajunents to contractors and others to the ]oint-stock banks 
have formed the foundation of a great growth of then deposits, 
which have also been swelled by the creation of credits m con- 
nection with the subscriptions to the various War loans Under 
the operation of these canses the total deposits of the banks of the 
Umted Kingdom (other than the Bank of England) increased from 



PUBLIC DEBT 


797 


£1,070,681,000 on the 31st December 1913, to £1,742,902,000 on 
the 31st December 1917 ” ^ They also mdicated that when 
befoie the War there was an efiective gold standard, “ the expan- 
sion of Cl edit by forcing up prices involves an mcreased demand 
for legal tender currency both from the banks in order to mamtain 
then normal proportion of cash to liabdities, and from the general 
public for the payment of wages and for retail transactions In 
this case also the demand for such cmrency fell upon the reserve 
of the Bank of England, and the bank was thereupon obbged to 
raise its rate of discount in order to prevent the faU in the pro- 
portion of that reserve to its habihties The same cham of 
consequences, as we have just described, followed and speculative 
trade activity was similarly lestramed There was therefore an 
automatic machinery by which the volume of puichasing power 
in this country was continuously adjusted to world prices of 
commodities m general Domestic prices were automatically 
regulated so as to prevent excessive imports , and the creation 
of bankmg could be safely pernntted a freedom from State inter- 
ference which would not have been possible under a less rigid 
currency system ” ® In war-tune this automatic action of the 
gold standard no longer operated The Committee showed how 
the need of the Government for funds led to mflation followmg 
the great mcrease of the deposits in the jomt-stock banks When 
the Government received an advance from the Bank of England, 
Pubhc Deposits were mcreased to the extent of the advance, and 
when the amount was paid out to contractors and other creditors 
of Government and when the cheques were cleared, the credit 
passed to the credit of these at the jomt-stock banks and at the 
Bank of England to the credit of the bankers The advance, in 
short, passed from “ Pubhc Deposits ” to “ Private Deposits ” at 
the Bank of England, and the result was an mcrease m the hands 
of the public m the form of deposits to the extent of the advance 
in the joint-stock banks and at the Bank of England m the 
bankers’ cash by the same amount The proportion of cash to 
habihties of the jomt-stock banks is mcreased with the mcrease m 
the bankers’ habihties to depositors by the extent of the advance, 
and their cash reserves by an equal amount The bankers 

^ First Interim Report of the Committee on Currencj and Foreign Exchanges, 
Cmd 9182, 1924, para 10, ef para 6 

2 Of para 6 
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accoidingly aie in. a position to make advances to their ciistomeia 
to an extent equivalent to foiii oi five tunes added to then cash 
reseives or, alternatively, in the absence of demand for accommo- 
dation, to mciease their investments by the difieiencc between the 
cash received and the proportion leqiiired to be held agamst 
deposit liabilities “ Since the outbieak of War it is the second 
piocediue which has in the mam been followed, the surplus cash 
havmg been used to siibsciibe foi Tieasuiy Bills and other Govern- 
ment secuiities The money so subscribed has agam been spent 
by the Government and returned m the manner above described 
to the bankeis’ cash balances, the process being repeated agam 
and again until each £10,000,000 originally advanced by the Bank 
of England has created new deposits representmg new purchasing 
power to several times that amount Before the War these pro- 
cesses, if continued, compelled the Bank of England, as explamcd 
111 paragraph 6, to raise its rate of discount, but, as mdicated 
below, the luihmited issue of Currency Notes has now removed 
this check upon the continued expansion of credit ” ^ Thus 
finance bv boiiowmg from banks of Governments m order to 
meet then v ai expenditure led to a large rise in prices and to 
inflation 

7 Flotation of Loans i/ 

We have seen that there are some five methods of laismg funds 
othenvise than by taxation These are (1) by temporary loans 
from individuals or from banks , (2) by permanent or long-period 
loans , (3) by' the issue of inconvertible paper , (4) by the sales 
of Government property , and (5) by utilising hoards of treasure 
These last two methods are now unimportant as they can meet 
but the mere fraction of the mitial expenditures for which they 
are required The issue of mconvertible paper inflicts, as we 
hav'e seen, mcalciilable loss on the community by the inflation 
of prices with its violent effects on the possessors of fixed mcomes, 
and on the poorer classes from whom, on account of the change m 
the prices of the necessaries of life, a relatively greater contribution 
IS demanded We have, therefore, really to consider only the 

1 Cmd 9182, 1921, cf footnote to para 10, p 4 For examples of inflation 
and flow it works see Kogers, The Process of Inflation in France, 1914r-1927 
(New' \ ork, 1929), (Jraham, Exchange, Prices and Production in Hyper inflation 
Germany, 1020-1923 (Princeton, 1930), Pigou, “Inflation”, Economic Journal 
Tol xsvii (London, 1917), Elster, Von dcr Marl zur Reichsmarh (Jeon, 1028) 
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raising of funds for short and long periods In legaid to the 
former, floatmg debts enable the State to meet a temporary 
shortage of revenue m the course of the year A fund is created 
thereby to help the Treasmy The danger is the tendency of 
the Ticasmy to become a great deposit bank at the expense 
of commercial banks, and although in normal times it is not 
dangerous iii well-financed countries, in abnormal times it maj 
necessitate borrowing on a considerable scale The demands on 
the part of creditors may be so great that the Go\einment may 
have to issue paper currency or to consolidate debt at much 
expense It is therefore necessary to reduce the floating debt 
withm manageable proportion, so that it can never be a source 
of great danger It is better to borrow for a long term and to 
pay a higher rate of mteiest than to be perpetually at the mercy 
of holders of Treasury biUs for repayment If the holders of 
those bills do not renew them the Government has to accept a 
lower price for its bills, with reactions on the rate of interest 
Alternatively Governments have to borrow from the Central Bank 
on Ways and Means f The floating debt in France has been a 
source of great embarrassment to the French Treasury m the post- 
war period, especially in 1925-26, 1932-33, and 1935-36, just as 
has budget balance The Colwyn Committee sums up the dangers 
of a floatmg debt in words which deserve quotation “ The real 
dangers of a large Floating Debt w ould appear in the event of a 
future national emergency requiring Government borrowing on a 
considerable scale In such a case an mcrease m the Floating 
Debt would be almost certain to occur, because expenditure 
naturally precedes any measure taken to mcrease taxation, or 
even to raise permanent loans The fact that a large Floatmg 
Debt already existed would make it far more difficult to secure 
further short borrowing without recourse to measures which 
would involve serious inflation with all its harmful consequences 
It has also to be borne in mmd that the tendermg for Treasury 
Bdls is affected by the volume of foreign deposits in London ” ^ 
In the_fl,Qtation oLloans there are one or two principles which 
modern techmque emphasises In the first place loans must be 

1 Report of the Committee on National Debt and Taxation, Cmd 2800, 
1927, para 101 For the decrease m British floating debts in recent years 
see Table 146, page 212, Statistical Abstract for the United Kingdom, Omd 
4489, 1934 
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floated at the market rate This simple rule has been foi gotten 
and Governments attempt to borrow at the expense of present 
and future taxpayers at rates below the maiket rate, by oflering 
mducements to the lender such as the issue of a loan considerably 
below par or at par with redemption above par, or by a low rate 
of interest with money prices attaching to the issue or with tax 
exemptions attached to the secuiity The issue of a loan at a 
heavy discount assumes that inteiest rates will fall and the price- 
level will rise or at least lemam constant There is no justihca- 
tion for the issue of loans at a heavy discount mstead of at par oi 
not \ery appreciably below par, unless the State can secure 
advantages iinderlymg the result m mcrease m the capital of 
the debt In the reign of George II mstead of varymg the 
interest upon the loan accordmg to the state of the money market 
at the time, the rate was fixed at three and a half per cent, the 
necessary change bemg made m the prmcipal This resulted m 
greatly increasmg the prmcipal of the debt, which McCulloch m 
1847 estimated was nearly two-fifths more than the sum actually 
advanced by lenders It was argued that this rendeied the 
management of the debt and its transfer simpler than if there 
were a numbei of funds at different rates of mterest , it has been 
argued, too, that the great field for speculation afforded to the 
dealers in stc|!k3 bearmg a low rate of mterest has enabled 
Government borrow for less interest than would have been 
necessary had such mcrease not been made But m war interest 
rises and is usually much higher than durmg peace If then the 
loans were funded m stocks beaimg a rate of mterest equal to 
the market rate, it wiU be possible to convert when interest falls 
m times of peace and to avoid burdemng the country with the 
payment of mterest for an end of period Before this can ever 
be considered, it must be shown that it is vitaUy necessary to 
secure some reduction m the current mterest charges m the 
budget by the expense of mcreased capital charge In regard to 
lotteries the mducements of prizes to selected holders of the loan 
are really high redemption premiums, and this has already been 
discussed The mducement to give special privileges of exemp- 
tion feom taxation is frequently dangerous to taxation systems 
In the United States, m view of the increase m Federal and local 
taxation, it has become nothmg short of a menace It means a 
great loss to the Federal and State Governments, which lose more 
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in taxation than they gam by a possible lower rate of mtere&t 
The states of the American Union are not free to tax Eederal 
bonds eithei under their state mcome taxes or m then taxation 
of property, and the Federal mcome-tax authoiities in turn do not 
tax state and local issues This has only to be stated to show 
whether tax exemption has led to tax evasion in the United 
States It creates a privileged tax-exempt class, the holders of 
securities, who being the iicher classes benefit at the cost of the 
poorer classes The privilege, too, is an unfair discrimination 
agamst private industrial capital, which must pay higher mteiest 
rates If loans are floated abroad, exemption is justified In 
the United Kingdom durmg the War, to attract capital for war 
puiposes certam exemptions were given m one or two cases 
which are not likely to be repeated, viz exemption of interest 
on certain loans fiom liabihty to assessment to British income 
tax other than surtax , payment of mterest without deduction 
of income tax at the source but with Lability to assessment in the 
hands of recipients , exemption of mterest from income tax and 
surtax m the case of certam securities held by persons not ordi- 
narily resident m the United Kingdom , and exemption of 
securities from all taxation present or futuie mchiding Estate 
Duty, so long as it is shown that the securities belong to persons 
who are neither domiciled nor oidmarily resident m the United 
Kmgdom The British revenue authorities have stated their 
pohcy in a memorandum as foEows “ Tax concessions have been 
frequently advocated as likely to make a particular issue attiact- 
ive, m effect as an alternative either to a higher rate of mterest 
or to a lower issue price But such a concession can only be 
‘ attractive ’ if the recipient both m fact receives, and stiE more 
thinks he is receivmg, a bargam Then radical defect from tins 
pomt of view is the necessary uncertainty of their value to the 
recipient He does not know what futuie rates of mcomc tax 
wiE be, or, whatever the late, what his future mcome will be, or 
(m the case of death duties) how soon and under what market 
conditions he will enjoy the privileges of tendermg his securities 
at pai (m lieu of maiket price) in payment of death duties He 
naturaUy tends to estimate the advantages of a tax concession 
with a very safe margm m his own favour In these circum- 
stances it is hardly doubtful that the State does not m fact obtain 
m improved loan conditions anythmg approachmg the real value 
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of the tax concessions it gives At best it is enteimg on a doubtful 
speculation instead of, as in the alternative oi,eg ,ei lower issue 
price, facing a certainty, the financial effect of which is known to 
both parties Mainly for this reason the pohcy in recent years 
has been definite^ to get away from war concessions and to refuse 
them to new issues In pimciple, special tax exemptions are 
objcctjonabli, («) because they create special classes of persons 
free from general tax habilities, (b) because it is very doubtful if 
the State m fact receives value for the tax concession, (c) because 
the concessions mvolve admmistrative comphcations The only 
defence for such privileges is that m moments of emergency they 
may be unavoidable, and that m dealmg with a National Debt 
of £7000 million it may be impossible to avoid second-rate 
financial expedients ” ^ There has been m the present century, 
especially since the War, an mcreasmg democratisation m pubho 
loans Tlus has been rendered possible by the issue of loans m 
small denommations oi m the form of special ceitificates This 
has proved to be, m Great Britain, the Umted States, and other 
countries, a useful method of encouragmg savmg among the 
worlcing classes Fiance had followed this pohcy as early as the 
last century 

j In tunes of emergency it may be necessary, m addition to the 
method of stunulatmg the placmg of public loans, to prevent the 
I investor from using alternative methods of investment This is 
I usually done by prohibitmg altogether the private mvestment of 
’ capital abroad and of limitmg severely the investment abroad of 
isuch capital Another method is to prevent the laismg of capital 
jfor internal investment, except under Government hcence 
Private expenditures may be curtailed by restrictions m other 
directions,-- rationing the prohibition of unports of certam classes 
of goods Expenditure may also be restiicted from lack of 
transport In addition to these negative methods, control by the 
State over capital m times of emergency, there is the positive 
method of forced loans which, m a modern capitalist State, may 
be permitted if volimtaiy loans are not hkely to succeed Forced 
loans, as has been pomted out, carry frequently | lower rate of 
mterest than the market rate, and m this respect are inferior to 
voluntary loans Forced loans are also inferior m that they may fall 
on those who with family and other encumbrances, or with other 
^ Report of the Committee on National Debt and Taxation, 1927, para 172 
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expenditures to meet in the neai futuie, cannot afloid without 
much haidship to pay the contributions People with the same 
income have not always the same free income available for the 
tax -gatherer Forced loans from the State pomt of view are also 
mfcrior to a tax because they contam a promise of interest and 
perhaps repayment of the capital It must be admitted that m 
the War in some comitncs patriotic propaganda often made a 
voluntary loan a quasi forced loan After the War, Governments 
decided to raise forced loans but voluntary subscribers came 
forward, so that these forced funded loans were unnecessary In 
1914 the Netherlands, m 1917 New Zealand, in 1918 the Common- 
wealth Government of Austraha, m 1919 Italy, and in 1920 
Norway announced forced loans which the Governments were 
able to float as vohmtary ones In the mflation troubles of 1922 
Germany failed in its experiment of a forced loan, as did the states 
of Czechoslovakia, Poland, and Greece, which followed the 
attempt In 1924 Hungary raised a 5 per cent forced loan, the 
yield on which in May ] 932 was as high as 25 36 per cent It 
will be invariably found from experience that forced loans show 
that the Government concerned has been following a very un- 
satisfactory budget pohey and that the time for a thorough over- 
haul of the finances has been imperatively necessary But the 
experience of the countries just quoted rather tends to show that 
in an emergency such loans may be justified if the country is a 
highly developed one 
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THE BURDEN OP PUBLIC DEBTS 

I In estimating the buiden of public debt m the same coimtry at 

I difteieut tunes or m different countries at the same time, certam 
facts have to be lemembered In the first place the nature of the 
debt has to be carefully considered — how fai is it internal debt 
and how far external debt, and agam foi what purpose the loans 
have been contracted, i e whether the debt is deadweight debt 
or piodiictive debt The level of prices has also to be considered 
This last problem assumes consideiable significance m regard to 
post-War debts Violent disturbances in prices have usually 
oecuried after gieat wars and m times of great prosperity or the 
reverse In the United States and m Great Britam between 1929 
and 1933 the fall in the wholesale piice-level was over 30 per cent, 
and m Prance during the same peiiod 37 per cent It has been 
officially estimated m the Umted States from the cost-of-living 
index of the Bureau of Labour Statistics that an mcome fixed in 
terms of money m 1913 had m 1920 only 46 per cent of the 
ougmal piuchasmg power and in 1929 about 69 pei cent, which 
rose to 72 per cent m Decembei 1934 After the War as compared 
with the pre-War year the money debt of Italy mcreased 7 times, 
that of Fiance 9 times, Great Britam 10 tunes, the USA 20 
times, and Germany 58 tunes The real burden of debt, how- 
ever, when these differences m the purchasmg power of each 
curiency, i e the changes m the geneial level of prices, aie allowed 
for, shows that after the War Italy’s real debts have mcreased 
only by one-fifth, that of Prance tunes. Great Britam 6 times, 
Germany 3 tunes, and the United States 13 tunes This may be 
illustrated by the table on opposite page Prom this it will be 
seen that on 31st March 1934 the capital of the National 
Debt was 11 4 tunes the size of the debt m the pre-War year, 
804 
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but measured m pre-War puces it was 10 9 times The real 
burden atises in regard not to the total amount of debt as it is 
not repaid m a lump sum duimg the yeai, but to the annual charge 

Tcble showing iHL Total or the Phblio Dfbt or the United Kingdom 
IN 1914-1920, AND Otheb Years in Aotijal Fioukes and Redhcid to 
THE Phe War Price level 



foi the service ot the debt It is heie that the effect of the puce 
change on the buiden is evident ' With a fall m prices theie is no 
reduction in the interest charges except m so fai as the relation 
of mteiest and prices enables conversions to be made As the 
price-level falls, the burden of mterest mcreases, takmg as it 
does a larger proportion of production to meet the interest pay- 
ment The lender of the loan leceives a relative as well as an 
absolute morease in purchasing power when prices fall , and on 
the other hand, when prices rise without a compensatmg fall m 
production, he receives a relatively less puichasing power 

With a fall in prices therefore, the ratio of debt mteiest to 
national income mcreases In Great Britain, for example, the 
ratio in 1920 was 5 5 per cent (mteinal debt mterest £309,000 000 
and national mcome £5,600,000,000), and m 1933, i e within only 
three years, it rose to 7 1 per cent (£270,000,000 and£3, 800,000,000), 
or an increase m burden of 29 per cent The hkelihood of a con- [ 
siderable fall in the price-level after a war is a strong argument ' 
for repaying as much debt as possible before the fall occurs It 
also proves how strong was the case for a capital levy in Gieat 
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Biitaui aftei the War when the geneial level of prices was high 
When prices fall, the case for such a levy is no longei so stiong 
In measuring the buiden of a debt either m the same country 
at different tunes or in various countiies at the same tune, the 
knowledge of the national income and of the national wealth is 
requirecl But unfortunately the data for these are not available 
on stnctly comparable Imes, and this makes the calculation of 
the burden all the more difficult 


I — Ppblio Debt nr Terms op National Wealth 


foiimn^ 

(AflllKills) 

IsiitionHl 
\UuIfh • 

Pi'blic 

Prreentnee of j 

PhIjIh bt to 1 

Nutlonal caltli 

GiPat Ilritain 

£s 

20,000 

8,030 

40 2 



1,200,000 

310,831 J 

26 7 

Italj 


611,000 

105,104 

17 2 

Cannila 


26,000 

2,730 

10 9 

Prod 6 3 

Unprorl 2 8 

InUia 

Rs 

150,000 1 

12,124 

Total 8 1 

Tlifi United , States 

<$ 

353,000 ‘ 

27,063 

7 0 


, *..K ItiiirL for hull i has. betn pstlmated at Ks 16,000 ororca or £10 000 millions 
tliP rstliiintt Ilf Its 1 ) 000 crotea or £10,000 inlllloiis are incluclcil real properti (land and 
Imildlnts) raihMi>s, gold and slhcr tom and bnllion jewtllerj, agncullural produtts live 
slock, inainiiacturcd product',, inmcralii Imported incnliuiidisc, inaniitacturcd uiachincis 
and tools, till grapbs telephone^ traiinvajs and mUcellaueoua Sir Eobert Grlllen’s rough 
cstlmati of £^000 inilliuns uas made In lOOJ {Etunomic Enquiries and Studies, vol 11 
london. Util amt Sons, 1004) Since Ollftna eatlinatc uus made prices have risen and 
Mlth imrtusid development cspeciallv since 1004-a tliirc liavi been an luoiease in 
« ealth (see Table X\Vl App ) C f Professor Corrado Clnl s article Quclques obitfres 
snr la rithesso ct les revenus mitlonaux do qulnae Etats' (Uetron vol ill , 1923) The 
vnaltli of India is given at 1 >0 186 mllliaid francs (tUOOO £7000 millions at 26 fr =£1) 
t Tills p\i ludcs M ar debts, Pr 192,000 millions 


II — PuBLTO Debt Charges in Terms of National Ihoome 



Unit 

(Millions) 

>Ati(inAl 

Public 

Debt 

Charges 

Percentage of 
Debt Charges to 
National Ineoinc 

Great Britain 

is 

3,o00 

9.?4. 

64 


Francs 

210 000 

11,226 

6 3 

Italj 

1 Lire 

93,93b 

7,224 

7 7 

Canada 

s 


142 

2 4 

India 

Rs 

16,000 

109 

1 1 

The UnitLcl States 

S 

48,894 

1,117 

23 

lapaii 

Yon 

13,382 

394 

29 


Statistics of pel capita debt are apt to be misleading, especially 
when the standard of living m the countries compared varies 
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greatly, as for example, that of China as compared with that of 
the Umted States If the pei capita figures alone are taken, the 
relative income and wealth of the two countries are omitted 
Nevertheless the pei capita figures are of value especially 
when studied in con]unction with the total internal and total 
external debt of each country The table below, for example, 
shows the extreme lightness of the German debt as compared 
with that of Great Britam, France, and the Umted States Pei 
capita figures, if shown for external and internal debt separately, 
are also of interest 


HI — VtR 0 [Pit I Debt row CrRTAix Cdumrifs of Industbial Importanc 


r 

IflOO 


l')14 

19U 

1 

r”s 

i, s 

£ 1 

t s 

I Great Britain 

IS 8 

15 10 

174 2 

173 8 


17 

1 5 

2 7 

2 12 

! Canada 

10 8 

9 0 

jo 10 

00 10 

j \ustralia 

53 14 

G4 10 

lOo 15 

146 14 

! Now Zealand 

58 12 

91 10 

162 16 

162 0 ' 

1 South Africa 


88 10 

116 19 

152 2* 

1 The United States 

3 8 

2 10 

42 0 


1 Ji ranee 

28 4 

34 4 

281 17 

158 6 

Germany 

2 2 

11) 3 

159 10 

U 14 

1 Japan 

1 4 

5 1 

4 6 

7 16 


A uts — Con\ cralona lia\ e been made nt the avi ruae r i(o u( cm hniiai tiir ej 
Fedenil debt onl> is intluded In Austriilia it Stitc dclit is liitludul tin pet cut 
would bt tl84 14 (J Local dtbt is ivtliidid In all casca 
• European populntiun unlj 


The growth of population, the increase in wealth, and pubhc 
assets available for liquidation have also to be remembered m 
comparmg one year with another and one country with another 
The total amount of debt m the case of one country may be the 
same as in the case of another country, but if the loans in one 
country have been floated considerably below par and the loans 
in the other country at par, the real burden of debt in the case 
■ of the former would he higher than that of the latter Thus the 
burden of debt in France is higher as compared with most other 
Contmental countries, and this is attributable to some extent to 
the fact of France havmg issued loans considerably below par 
The actual rate of interest in the case of France would be different 
from that in some other countries, as loans m France have been 
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issued much below par The real burden of debt, other things 
bemg equal, is thus higher m the case of Frauce 


IV — The Publio Debt of Great Britain and Other Countries 



Unit ut 

f UriLllCN 

T. 

jt il C'a])ita] 

lol Iiibt (MillloiM) 


lOU 

1024 


Percentage ^ 
InercusL in 1034 
orJJeciea‘4c 

1H14 

1024 

Ell, ope 







Great Britain 

£ 

70b 

7,708 

8,030 

1037 




34 188 

270 708 

511,831 

1397 


Belgium 


4,627 

40,680 

56,715 

1126 

39 

Ucrioanj 

KMark 

6,158 

2,744 

12,407 

141 

352 

Netherlnndu 

Guilder 

1,162 

3,454 

2,701 

132 

-22 

Italy 

Lira 

15,766 

93,163 

105,164 

567 

13 

1 tiia 









5,51S 

9,501 

12,240 


28 

J ttjian 

Ytu 

2 561 

4,770 

8,683 

239 

82 

j Oceania 







1 Australia 

i 

510 

1,010 

1,223 

140 

21 

New Zealand 

1 

02 

219 

303 

229 

38 

SJ,ica 







Union of South A/iii i 

i 

120 

192 

274 

117 

43 

4 iiiei ica 







Canada 

S 

330 

2,820 

2,730 

712 

-4 

1 United States 

s 

1,188 

21,261 

27,053 

2177 

27 


The comparison is thus misleading and therefore the com- 
parative burden of the debts Moreover the rate of interest m 
the countries compared may be far from being identical, as is 
shown on opposite page 

j Sometimes the proportion of the expenditure foi the debti 
services m relation to the annual budget is taken as an index of 
the buiden of the debt This, however, in itself is incomplete, | 
especiallj as it leaves out of account the nature of the debt and the 
relative resources in the countries compared The Chairman of 
the American Fimdmg Commission, m January 1926, announced 
that War debt burdens were settled on the prmciple of capacity 
to pay, and he took the proportion which the War debt expenditure 
formed of the total budget expenditure in each country The 
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comparative burdens were 4 b per cent for (ireat Britain, 3 5 
per cent for Belgium, and 5 17 pei cent foi Italj He also gave 
tbe percentages winch the annual pajments were to national 


I \ — Th> PtRctNiv l Yield db Bdnds 

V 



MtureolLoau 

IN rt t ntiigc 
^ itld 

(Im I'H.i 

Ihoup t-21% to 3'% 
United Kingdom 

Consols 2'% 

2 71 

The Umtid States 

Truism \ lionds 

2b3 

Union of South Atm i. 

5% insi ulied (London) 

2 O') 

Egtjit 

4% miifiod dclit (London) 

iOJ 


Govcinmint bonds 

101 

AustriiUa 

5% rcgistuiod (J ondon) 

3 44 

Bntioh India 

31“o Govornmont stocL (London) 

do 

Gwup 11—31 



Trance 

Rente peipet i% 

5 60 

Canada 

Piovmco of Ontario 

163 

Nethedandb 

Government bonds 

191 

Switzerland 

Government (^ed railvvavs) 

3 90 

Argentine 

4% Hecission bonds (London) 

4 OS 

Belgium 

Rente beige J% 

4 10 

Italv 

Konditn } 5% 

4 22 

Japan 

Publu, bonds (avciagt vn Id) 

4 -)8 

b% l'»2lloin (London) 

7 13 

Oio/ip III — 5% to 0^% 



China 

o®o Reoig Loan 1013 (London) 


Goiniany 

Obi hjpoth 0% and 6°o mortgage 

0 21 


7% Dawes Loan (Ijondon) 

0 73 

Group I y — 6i% and up 



Brazil 

0% 1014 Fund (London) 

72 

Hungary 

7'_% 1024 loan (London) 

Ported loan ■>“„ 1924 

73 


10 53 

[’oUnd 

S loan 1919-20 8% 

101IJ loan (London) 

7 98 

Ui uguay 

10 51* 

Chile 

6°o 1929 loan (London) 

12 00t 

Greece 

7“o 1924 Pefuge loan (London) 

1 17 005. 





‘v' • List quiiteil 11W3 (Octnlipr) t LH't iiuutfil Id’l (liilM 

t Last Uiuitcil 1M32 ( 4pril) 


income, and these were for Great Britain 0 94, ioi Belgium 0 80 
and for Italy 0 97 The figure, however, for Italy was estimated 
at £40,000,000 m the first twenty yeais oi an aveiage of £2,000,000^ 
per annum, accoidmg to calculations worked out by the Citj- 
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Editoi of The Times, which was equal to 1 29 per cent of Italian 
Budget expenditure and 0 24 per cent of Itahan national income, 
and this meant that the burden of the Biitish War debt settle- 
ment was four times as heavy as the Italian For War debts 
still another index was taken Expressed as a percentage of 
foreign trade 'which is an index of capacity to transfer payments 
abroad, the Biitish settlement was equal to 1 9 per cent, the 
Belgian to 0 88 per cent, and the Italian to 2 87 per cent The 
following summary table is of interest 

VI — Perclntigi, or Exiesditubb on Debt SsEviors 
TO Total Okuinaba Expenditure 



Simro '^iiUnstieul 1 ear liovL oS the League of Nuham 1034 3j 
ii)*liturc'^mIhiTe'\iilnVBVimiUm liop(Uiotl\e ikljt (3) Ex 

Other methods have sometimes been suggested such as a 
comparison of the actual oi maiket value of the debts The 
market puce refers only to a small amount of the total debt 
that IS m the market for sale A comparison based on the relative 
proportion of internal and external debt is also difficult Some- 
tunes the burden of debt interest is measured in terms of foreign 
exchange mcoine from invisible items or in terms of the export 
leceipts Thus in June 1934 the British Go-yernment informed 
tlie German Goxermnent that there was no substantial strain on 
the mterest pa}ments on the Dawes and the Young Loans by 
showmg that Germany’s foreign exchange income, from m- 
visible items, on the German estimates was 260,000,000 marks a 
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year, so that the interest on the Dawes and the Young Loans 
would require less than two-fifths of the receipts fiom tliese 
resources, exclusive of any call on German export receipts The 
exports receipts, it was pointed out, averaged 350 to 100 
mdlion marks per month, so that the interest on the Dawes 
and Young Loans is only 2 per cent of the gross foreign exchange 
income of Germany from all sources 

The upshot of the matter is that any one of these methods 
of cstimatmg the burden of a public debt taken bj itself is un- 
satisfactory A combmatioD of methods is essential before 
definite conclusions can be made in regard to the relative burden 
of the public debt in the same country at difiercnt periods or m 
different countries at the same period The proportion of debt 
charges to the total ordinary public expenditure m the Budget . 
and 'to national income, cele^ib panbub, are the most useful, 
methods of estimatmg burdens In the case of external debfi 
the burden is usually measured m terms of the foreign exchango_ , 
income derived from the balance of pajmeiits of the country^ 
concerned ^ 

The burden of a productive debt, whether internal or external, 
differs from th^biirden of an unproductive debt, both mternai 
and external ,^h.us India’s pubbe debt position compares more 
than favourably with the debt positron of every other country 
because its public debt is self-supportmg Taking the average of 
the five years endmg 1933-34, the gross mteiest charge on the 
debt has been Rs 42 06 crores (£31,624,000) per annum, and only 
3 per cent of this Rsl^ crores (£948,720) had to be met 
from general revenues productive debt is incurred for thSl 
economic development of a country, and the expenditure con-j 
nected with it creates a fund for paying the interest and also 
repaymg the capital If the profits of the concern meet this,' 
there ivill be no real burden whether the creditor is living v> ithin’ 
the state or whether he is abroad In this case no general principle 
can be laid down when to borrow withm the country or abroad 
It depends on the situation of the borrowmg country A country 
/may require capital for expansion of its undeveloped resources, 
and may find it expedient to borrow abroad if its progress is 
not to be impeded A country may not be able to get the small 
men to invest their savings for the fmther development of the 
country’s resources It therefore has to face practical realities 
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and has recourse to loans abroad in place of the fai greater evil of 
holding up the proper development of the countiy It has, how- 
ever, to realise that the market is strictly limited m regard to 
the total amoimt that can be raised, and it has to compete for 
loans at the most oppoitune moment It is not derogatory to 
the dignit) of a country or evidence of the weakness of its position 
that it has recourse to external loans A highly developed 
countiy like the Umted States borrowed largely, until the Great 
War, for financing iailwa>s and othei enteiprises, m the London 
mone\ market In 1914 British investments m the United States, 
niamly m railways, were i760 million Many railways in South 
America have also been built with capital raised m England 
India has borrowed British capital to the extent of £650,000,000, 
mainly foi railways, irrigation works, and mdustrial development 
Japan and other countries reqimmg capital also boriow freely, 
but at highei rates than India, m London and m New York The 
mam point to remember is that even this productive debt must 
be chscharged with scrupidous regularity, and no over-borrowing 
of any kind m the well-financed state should be tolerated There 
must be no overstiaming of the credit of the country Enteiprise, 
and enthusiasm must go hand m hand with caution and self)- 
control 

Next uith regard to unproductive debt Here no fund of 
new wealth is created out of which mterest and repayment of 
the debt can be regularly made as m the case of productive 
debt If the debt is borrowed for unproductive purposes mter- 
nally the results will be different from borrowmg externally 
When a country borrows abroad for improductive purposes, 
such as a war, it uses up immediately resources of the foreign 
lender which may be m tile form of food oi mumtions of war 
The borrowmg country has to meet the mterest from the country’s 
production, i e from taxes year by year, and this is an eqmvalent 
to the export of goods and services which do not pay for any 
imports m return In short, the wealth of the borrowmg country 
IS bemg used up year by } ear in part m the payment of mterest 
and the repayment of principal ^There is no ipnnedlate burden 

an external unproductive debt as m the case "of an internal 
unproductive debt There are, how ever, disadvantages In the 
first place, it is a levy on pioduction year after year, and the 
proceeds aie transferred out of the country to the creditor 
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country abroad 'Secondly, the whole burden of the debt can 
only be assessed when the debt is paid ofi, and this may be spread 
over a veiy long period The burden will be heaviei or lighter, 
cetei IS pen ibus, as the puichasing power of gold over labour and 
capital m the borrowmg countr} mcreases or diminishes / The 
country may have to repay the debt considerably m excess ol 
what it borrowed orving to this change in purchasmg power 
Thirdly, m addition to the direct money huiden, the amount 
paid to the foreign eormtry by the borrowmg country by way 
of interest and repayment of prmcipal, and the direct real 
burden, the loss of economic welfare of the debtor country, there 
IS the mchrect burden brought about, for example, by the taxes 
rec^uued for the debt charges, which may be so high as to check 
the productive powers of the commumtyi An external loan may 
be unavoidable, the alternative being the use of the prmting- 
press inflation, or it may be, m the exigencies of the War, the 
only means of flnancing the purchase abroad of miuutions which 
are vitally necessary to the borrowmg country 

Internal unproductive debt mvolves a transfer of purchasing 
power withm the country and is m contrast to an external deb? 
which mvolves a transfer of goods and sei vices to other countries| 
We have to be careful not to entertam the idea that heavyinternal 
borrowing does not matterbecausc it is a tiausfer and leaves 
behmd it no real burden^Seavy taxation to pay the mterest 
and the repayment of the loan may mean heavy burdens and 
this may mterfero with the productive powers of the coinmumty, 
especially m an mdustnal country requiring regulai supplies ol 
capital Melon, m his Essm politique sui le commeice, 1731, an 
, English translation of which was m Adam Smith's hbrary,^ held 
the mternal borrowmgs of a nation to be ‘ debts of the .righl 
hand to the_left’, and_that they had no tendency either tc 
increase or decrease national wealth Hume m his Esmj on 
Public Credit quoted this, as did Adam Smith m his The Wealtl 
of Nations f only to condemn it because of the heavy taxatior 

' 4 Political Essay upon Commerce, written m French by Mon'sioui M 

Tianslated, with some annotations and reniarlvs. In David Biiidon, Eaq , 8vo, 
Dublin, 1739 (“ (Jatalogue of Adam Smith’s Librara ”, Bonar, London (Mae 

Indian &. Co ), 1932, p 113 ) 

“ “ In the payment of the interest of the public debt, it has been said it la 
the right hand whieh pays the left” (The Wealth of Nalimis, Book V oh in 
Caiman’s ed \ol ii p 412) 
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ua land and capital The taxation of the land would afiect 
detrimentally agriculture (“ as the distress of the landlord 
increases, the agriculture of the country must necessarily decline ”) 
and holders of capital would shift then capital elsewheie When 
‘ All or the greater part of the employers of great capitals, 
come to be contimully exposed to the mortifying and vexatious 
visits of the tax-gathereis, this disposition to remove will soon 
be changed into an actual removal The mdustiy of the country 
will necessaiily^ fall with the removal of the capital which sup- 
ported it, and the rum ol trade and manufactures will follow the 
declension of agrieidtiue ” ^ An mternal debt uses up immedi- 
ately a certain amount of a couutiy's lesources There is the 
inunediate binden of expeudituie, the consumption of the 
national w'ealth owing to the expeuchture that must be incurred 
The tax burden on the individual is postponed and the subscriber 
to the loan leceives a claim to future goods and services He 
has a mil on future taxation levied on himself and his fellow 
taxpaveis Weie extra savmgs possible eciual to the total of 
the loans and taxes demanded by Goverimient it would avoid 
economic damage Such extra saving in ordinary or even extra- 
orclinaiy times is not likely to be equal to these increased demands 
on the national w'ealth There is, therefore, economic damage 
which may take place m several directions ^Potential capital 
w'hich normally would have gone into industry, is used up, 
existing capital is depleted and foreign securities in the debtor 
country may liave to be realised m order to pay ofi debts to the 
creditor abroad 

I The burden of the internal debt itself does not destroy 
! w eifltli , it merelv recUstributes it within the community There 
aimual transfer of wealth for the payment of the interest 
and the repaymrent of capital It adds to the potential saving 
[and purchasing power of the interest receivers what has been 
Ltakeu from the taxpayers In many cases the mcome receivers 
We the taxpayers themselves 1 If the internal debt results m a 
greater mequality of income, there would he a direct real burden 
on the community# This is so if the wealthier classes are taxed 
less than the proportion of the debt held by them \ If, on the 
other hand, the wealthier classes pay more than the interest on 
public securities held by them, there would tend to be a direct real 
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benefit as tins would make foi the decrease of the inequality of 
incomes Jit is no easy matter to come to a decision in regaid to 
this point in the case of any individual country Thus in 1933 
in Great Britain the total mcoine tax payable by individuals (who 
are the wealthier classes of the comnmmtv) amounted appioxi- 
mately to £250,000,000 — mcomes up to £500 pacing £23,000,000, 
incomes from £500 to £1000 paving £35,000,000, incomes from 
£1000 to £2000 paymg £40,000,000, and mcomes exceeding £2000 
paymg £152,000,000 In addition to income tax (£350,000,000) 
and surtax (£60,000,000) an Estate Dutv and Legac\ and 8uc- 
cession Duties amoimted to £76,000,000 The total service of 
the National Debt now is £224,000,000 Thus in Great Britain the 
net produce of mcome tax, surtax, and death duties exceeded the 
interest on the National Debt by £102,000,000, uhich were used 
for general Government services It is, of course, clear that, 
had the War been financed out of taxes so that no great internal 
debt would have remained, the income tax paymg classes would 
have been called upon to pay considerably more to the general 
services Thus to this extent loans ha\e enabled these classes 
to escape at the expense of pooiei classes a heavy burden which, 
had taxation been used to a greater extent, they would have had 
to bear At the same time it is certam that mcome tax payers in / 
Great Britam are paying then own debt interest, and ui tins way/ 
may bo said to got no money return from their investment The 
wealthy who pay high progressive taxes are paiticulaily' hit, as 
they are getting m reality no money return and then mcome and 
saving aie decreased m a large degree Socialist waiters, like 
Dalton, are of opimon that the transfeis of wealth mvohed m 
the services of an mternal debt are transfeis from the poorer to 
the richer classes and also transfeis on balance from the y ounger 
to the older generations, from the active to the passive members 
of the community At first blush it does seem that as the debt 
IS mainly held by the mcome tax paymg class and as the indirect 
taxes of those who do not pay the mcome tax also contribute to 
the debt mterest, there is a transfer from the poorer to the richer 
Moreover, as holdmgs of these payers increase more pro- 
gressively accordmg to their wealth than their total liabihty to 
taxes, the payment of debt mterest might be said to involve a 
transfer from the poorer to the richer within the mcome tax 
paymg class itself It has been shown that the total amount 
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contributed to all services by the income tax paymg class in 
_,Great Britain exceeded smce 1932 the amount required for the 
services of the debt It must also be lemenibered that m the 
, case of other Government expenditure, notably the social services, 
\ there is a considerable transfer fiom the richer to the poorer 
Before we come to a conclusion as to the harmfulness or the 
reverse of the tiausfer, it is necessary to examine all items of 
Government expenditure and the character of the taxes which 
are levied By loans the burden of war expendituie has been 
distributed over a larger section of the community over a longer 
lieiiod than otherwise would have been possible The immediate 
effect of heavy war taxation is to dmumsh the inequality of wealth, 
and it IS probably this fact which makes socialists contend that the 
payment of debt interest involves a transfer of wealth &om the 
poorei classes to the richer and, on the assumption that the 
holders of War Loan aie the less active members of the commumty, 
a tiansfci from the active to the passive members of society 
Sir Walter Lai ton placed before the Colwjm Committee on 
National Debt and Taxation interesting data legardmg the 
distribution of the National Debt The figures were pubhshed 
m the Committee’s Report,^ and they show that not less than 
30 per cent is held by piivate persons liable to Estate Duty In 
this group are private individuals, mcludmg owners of private 
busmesses and also the relatively well-to-do m mdustry Joint- 
stock companies, tiade unions, trust companies and foreigners hold 
25 pel cent Banks and the monetary system of the country 
hold 16 per cent, savings banks 7 per cent, and msurance 
compaiues o\ ei 5 per cent Prom these figures, which refer to 
miie-teuths of the Public Debt, the Committee concludes that 
the (hstribiition of debt mterest is propitious to national saving, 
smce much of it is placed at the disposal of industry through the 
groups mentioned above The Committee also doubts the theory 
that the distribution is fiom the more active to the more passive 
members of the community if Sir Walter Layton’s analysis is 
to be accepted as regards the true distribution of debt holdmgs 
“ The average activity of the debt-holder would hardly appear 
to be less than normal Evidently a great many of the holders, 
individual and corporate, are extremely active It might be 
suggested, however, that the growth of the debt has had some 
1 Cmd 2800, 1927, para 2C3 
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influence m incieasmg tte number of lentieis and tbe amount 
they draw irom the commumty We doubt whether this is so 
There were, of course, special opportumties for makmg large 
profits diirmg the War, and this has no doubt led to the creation 
of a new class of rentiers On the other hand, the change in the 
caliip ol money hit the old class of lentiers very hard Again, 
the heavy taxation has ceitainlv not conduced to an increase 
in their number ” ^ 

In order to gauge exactly the effect of the transfer from tax- 
payers to interest receivers it would be necessary to know who 
are the interest receivers and who aie the taxpaycis, and ivhat 
use each of these would have made of the iiionev paid out b> 
them or paid to them Information would he necessary as to 
the cost of collecting the taxes which require the services of a 
large number of officials and noii-officials, such as expert accoun- 
tants, m the collection of the tax Obviously all this is not 
available Care too. has to he taken to reahse that the transfer 
of income from the taxpayer to the mteiest receiver is not 
legarded as the full measiue of the way in which the sjstem of 
borrowmg first and taxing afterwards has affected the distribu- 
tion of wealth m the community There is a tendency to regard 
this transfei as an isolated transaction to the exclusion of e\ ery- 
thing else 

The following table is mterestmg as an attempt to measure 
the burden of pubbo debt at different periods 


VII — Tun Bubden or Drui in Great Britaii. 
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It might be applied to other countries or as m the present 
case to a country at various dates m ordei to estimate the burden 
of debt The general conclusion to be drawn from the table is 
that the burden after the Great War is not very different Irom 
what it ivas in the post-War period after 1815 The service of 
debt in 1818 nas 55 pei cent of the total evpeuditiire, 14 per cent 
in 1913 the year before the War 47 per cent in 1923, and 29 per 
cent in 1933 In 1818 the sa\ ing powei of the n ealthy was hardH 
touched by taxation, while after the Great War considerable 
limitations were placed on it Heal income has increased very 
considerably over the last century, and taxation provides to a 
very large extent for the social services, many of which were not 
in existence after the Napoleonic Wars The burden of public 
debt to-day will be lightened by an expansion in productivity and 
by leductions through conveisions in the rate of interest The 
future burden is bound up with the uncertainties of the future 
rate of inteiest and the general level of prices 

In discussions on the burden of the public debt the question 
soinctiines arises whether public debt should be included in the 
valuation of national w ealth There aie some who include it and 
others wlio exclude it in an estimate of a country’s wealth We 
do not go as far as Dietzcl in his remarkable book,i which had such 
an influence on German thought durmg the latter part of the 
mneteenth century , on public credit, when he mamtained that a 
State’s governmental functions were as productive as the manu- 
facture of goods and that the fixed capital necessaiy for them 
should be supplied by boi rowing as legitimatelj as in the field of 
mdustry The State, m hia view was the immaterial capital of a 
nation Giffen ui his Giowth of Capital estimated the wealth of 
Great Britain b^ capitalising the income given m the mcome tax 
statistics and bj suppleiueiitmg the results where necessary by 
other estimates He preferred to omit the National Debt from his 
calculations, although the Biitish Tieasury mcluded it because it 
was personal property for the purposes of taxation He himself 
said that he would not censure any one who included the debt as 
a part of the capital of the community, since the money expression 
of all the other capital of the commumty is less than it would 
otherwise be by the amoimt of the debt If there were no debt 

’ Vii't df-i i^laiil'^n7ilcAhc7i im Zits(tr7L)}icnka}ig th) T olltiivi7tsLhuft 

hrirarhhf (Heidelberg, 18)5) 
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lands, houses etc , would exchange ‘ tor rather more than they 
now do The debt in this view represents a ceitain distribution 
of part of the capital ot the country , and w e do not get a complete 
view of the capital unless we include it ” Stamp, on the other 
hand, points out “ that the eftect of a loiig-btaiichng debt like the 
public debts of most countries to-da\ would be, it existent at ail, 
in the direction of depressed values, but certainh not pto tanlo 
with the debt involved It is, theiefore, duplicating values 
almost to the entiie extent to add Consols to the full fee simple 
value of national property ” - Consols are a mortgage upon 
earned income as w^ell as upon unearned income , both arc sub- 
ject to tax in order to pay inteiest on the public debt, and public 
debt IS ceitainly property to the holders He would leduco the 
valuation of the real property b> the proportion of Consols secured 
theieon instead of by the whole amount of the debt The problem 
IS not so simple as it looks The seciirit} of the public debt m the 
last lesort is the taxpayers themselves who pa'v the interest and 
the amortisation of the iinpioductive debt by taxation and veiy 
larely by a capital lev)' Thej ha\e subscribed to the loans, and 
if these are unproductive Govermnent have spent them without 
having any revenue-producing fund to pay the interest on them 
In the case of productive debt, such as are four fifths of the 
public debt of India, it w ould be duplication w ere the i alue of 
the debt to be added to the value of the railwais and irrigation 
works on which these prodiictne loans were spent There has 
been no fall in regard to public properti where the debt is pro- 
ductive debt Wliere the debt is unproductive the existence of 
securities in general causes a fall m the valuation ot those other 
items of the national wealth the income of which is dnmmshed by 
taxes consequent on the payment of mteiest on the public debt 
Reduction of income to pay for the interest on the Rational Debt 
IS not the eqiuvalent of reduction of capital valuation because the 
tax IS distributed on all sources of income m such a waj that 
capital does not shift withm the countr} or abioad to an> extent 
The inclusion of pubhc debt, of the character usuallv met with 
to-day, in the national wealth should, tlieiefore, onlv be to the 
extent of the total or partial fall of the capital \ ahiation of other 
sources of income owing to the taxation levied to pay the interest 

1 atniith of Capibt} p 2i 

“ British Incomes and Ptupu It), ch \i (London King &. Sons, 1022) 
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oa the unproductive National Deht and only on that part of the 
National Debt the pa^nnent of interest on which is a burden upon 
unearned income or what is sometimes called the capitalisable 
section of the national income Earned income will, therefore, 
have to be excluded ^ 

1 C'f La Iiicluiiont del Debilo Pubbhto Nella Yahikizinni della Liicchezza 
ilelle Nuziuni Lmgi Eiuiudi La Haye, 1934: 



CHAPTER XXXIV 


POLITICAL DEBIS AND^EPAB VTIONB 

The NaJIURE of iN^R-UOVERNMENli^J^plb 

1 Politic ^VL, War, or uiter-govei nmental debts weie stated in 
Chaptei XXXII to require special dibciisbiou They necessitate 
isolated treatment because they are a vei^ special form of 1^^— 
a loan from one Government to anotbei, ubually ivitb an i^piiecl 
advantage to tbe lending countiy A.comi^oii wai effort and 
tbe pievention ol financial collapse on the part of a .State in which 
the lendmg State is mterested are the most common causes of such 
inter-governmental debts A second feature of political debts 
IS that these external loans are almost, without exception,, un- 
productive debts and, theiefoie, do not cieatc then own mexns 
of payment The heavy burden of such debts has been explained 

m the previous chaptei They are in marked contrast with 
commercial loans, which aie normally self-liquidatmg and enable 
the borrower to repay the loans and at the same tune to become 
more prosperous War debts, m short lea\e belimd them 
nothing but comphcations and mternational ill will A third 
pomt of difi[ereirce is that since these debt payments have to 
be made abroad, then transfer across the exchanges has an rm- 
portant effect on trade and prices It must not be forgotten 
that the total inter -Allied and rehef loans are large , the indebted- 
ness of foreign Governments, eighteen m number, to the Umted 
States on 1st October 1934 wrs §12,098 millions (£2120 millions), 
of which the prmcipal unpaid alone amounted to §11 434 millions 
(£2287 millions) Of this amount the total debt owed by Great 
Britain wms $4714 millions, that ol France §3981 milhons, and of 
Italy $2010 milli ons .Seventy-five per cent of the American 
loans were made fiom 24th April 1917 to 15th November 1918, 
and the remamdei (25 per cent) betw^een 16th November 1918 
fe2I 
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and 1st ISTovcmbei 1920 The total Wai ad\auces by the United 
States to Great Britain weie ^4277 millions (£865,400,000), and 
m lespect ol this the sum of S2025 millions (£105 millions) was 
repaid as interest and piineipal to the United States The 
folloiMiig table gives the total intei -governmental debts in 
millions of dollars at the end of 1924 at the late of exchange on 
the last day of that yeai 

ISTEH umCRNMCNTAL DpBTS IT THE END OP 1024 


(111 luillioiia of ilollttia at the rate of exchange on 31st Dccembei 1924) 


I T)cia..r..ae.mmnt. 

Total 

1)( bt ! 

lo iMiom o«ed 


1 nitert states 

Great BrltiUil 

Iruico 

Great Biitam 

4, '>">4 

4,o54 



British Empncothti than 





Great Biitain &, Canada* 

C22 


622 


Ftauce 

G,aii 

4,138 

2,7b7t 


Italy 

4,765 

2,007 

2,()39t 

19 

Belgium 

579 

472 

43 

58 

Russia 

1,872 


3 207t 

153 

Poland 

234 

179 

23 

40 

Cicthoslovnhia 

155 

110 


29 

Portugal 

104 


104 


Jugoslavia 

508 


140 

94 

' Ruraanm 

20S 

n 

134 

02 

' A.ustna 

113 

10 

51 

IS 

1 Giteie 

154 

17 

99 

10 

1 Estonia 

18 

17 

1 


Armenia 

20 

15 



Belgian Congo 

17 


17 


'i Finland 

9 

9 



Lithuania 

G 

6 



1 Latiia 

6 

e 



[ Hungait 

- 

2 



[ Grand Total 

22 727 

12,019 

9,923 

712 



The total debts owed to Gieat Britain by its Allies on 31st 
March 1933 weie £1166 millions, of which £756 millions weie 
owed by Fiance and £253 millions by Italy Gieat Bntam 
received no receipts against its advances, and m addition 
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made Luge pajunents out of its own lesouices to the United 
States on account of its War debt obligationa The Biitish 
payments ha\e been made possible by unprecedented taxation, 
the burden of which since the Wai amounts to one quaiter of 
the whole national mcome and exceeds — foi a consideiable 
pciiod it was double — the total buiden of all tedeial state and 
local taxation in the Umted States In 1931 fiiitliei increases of 
taxation were unposed together wrth retrenchment and economy 
in public expenditure, and in the followung > ear a com eision of 
£2087 millions of public debt made it possible to aioid a deficit 
m the follow mg year It w'ould have been, as the British Govern- 
ment pomted out, a gross act of social injustice to the taxpayers 
if, in order to pay War debts to the United States, they had been 
denied lehef horn the emeigeney sacrifices imposed in 1931 
while Great Britam received nothing m the form of War debt 
payments due to it 

luter-govcinmeutal delits aie not a question of internal 
revenue except in so far as the debts are paid for bv inteinal 
revenue which has to be conveitcd into the creditor’s currency 
01 into gold They aie pavments which have to be lelated to 
the balance of tiadc The debt owed to the United States by 
Gieat Biitam is less than one-half of the total of the debts owed 
to Gieat Biitam by her debtois If the ten principal debtor 
nations to the United States paid the intciest and the principal 
on these debts over the entne ciinency of the loans, the aggregate 
total pa> ments w ould be no less than £3000 millions It is clear 
theiefoie, that the payment ot these laige amounts would 
necessitate a complete change in the economy of the debtor and 
the cieditoi couutiies alike This fact was leahsed and no 
attempt was made to collect the debts until from 1923 to 1925 
the United States called on the debtor countries to tund then 
agreements The conclusion accordingl'v is that Great Britain 
would have receive d annually, if paid its iiiteiest on Wai debts 
and reparations (which m the absence of the Lausanne agieement 
made by Great Britain, Fiance, Italy, Belgium and Germany, 
would have been due on 8th July 1932) £()t millions, and would 
have had to pay to the United States £51 millions Thus the 
debts owed to liei wmiild have exceeded those owed bv her to 
the Umted States 

Political loans in peace time are, as a lule, small in amount 
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and do not have the repeicu&sions of laige war loans They are 
usually foi financial lecoiistruction in some foim or other, as, for 
example, those made to Austria m 1923, Hungary m 1924, 
Greece m 1924-27 Bulgaria ui 1926 and 1928, Danzig in 1925 
and 1927, and Estonia m 1927 The danger of this kmd of loan 
IS that they may place the debtor state m a position of sub- 
ordination to the creditor It is on this account that sometimes 
the national loans aie guaranteed by several states In 1923, 
for example, Austria obtained a loan of 585 imlhon gold crowns. 
Great Britain, Fiance, Italy, Czechosloyakia, Belgium, Sweden, 
Denmark, and the Netherlands each guaranteemg a fraction of 
the loan The seryice of the loan was secured by appropriating 
substantial sources of revenue under the control of the League 
of Nations In connection w ith League loans a definite procedure 
IS followed and the League gives it its moral support after inquiry 
by a recommendation to banlvers The rights of the creditor are 
protected by a Foreign Commission, and there is usually a more 
or less strict contiol over the finances of the boriowmg state by 
a lepiesentative of the League 

The fundamental difl:eience between War debts and com- 
mercial debts and the size of these are the mam grounds, m short, 
foi separate tieatnient Wai debts pioduee also peculiar political, 
economic, and financial difficulties History shows that there is 
also opposition on the part of the countries to the payment of 
these loans, as it is urged that the proceeds of war have been spent 
m a common aun and some of the debtors have made greater 
physical saciifices than the creditor or creditors As years go 
on, this political argument tends to become stronger and stronger, 
because new generations who knew not of the War object to the 
heavy burden laid on them Thus the British Prime Mmistei, 
the Eail of Liverpool, iii March 1816 was attacked by the critics 
of the Go\einment for his “ expensive and disinteiested gener- 
osity ” 111 regard to the debts owed to it from the Alhes Lord 
Holland asked whether Great Britam was to have no relief 
“ while the other countries which they had rescued by then 
blood and treasure were not even to pay their just debts, be- 
cause, foisooth, they were unwfilmg, oi said they were unable, 
though their resources had so greatly mcreased ” The House 
of Commons was not enthusiastic when the debt with Austria was 
settled 111 1823 Members said m 1824 that “ m justice to other 
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banlaupts the Emperor’s name ought to appear alongside theirs 
in the Gazette ”, and that “ 23 6d in the pound xvas not a hand- 
some composition for an Empiie ” History repeated itself 
durmg the period 1923 to 1933 The views of continental 
Europe weie well summarised by M Louis Marm when he asked 
m the French Senate on 22nd January 1925, “Are lives and 
limbs lost on the battlefield of less value than money loaned ^ 
Are the terms of the Peace Treaty insisted on by America and 
never ratified not worth some compensation ^ While ivar stil l 
raged, statesmen m every country appealed nr the common 
~ camie, s ome roi intries gave their ships, some muniti ons, so me tlie~ 
Irve s^rtheir sons, some money, and to-day only thoseAvEo gavT 
j noney com e, say mg to us, ‘ Give b acjr what we Tn 

short, the money wa s borrowed not to use inTh usuiess in the 
~ordinar v way, biit m or d er to fight a battle whi ch w^as as much 
America’s as it was Europe’s As Ameri c a’s men wereliot ready-' 
Ameiica _siip plied the materials No c redit, howexer, was given 
for men suppli e d to the common cau se, but full credi t was given 
f m ma terials such as cotton , mumtions , cer eals, and othe r.£ofldL 
'and at jincesthree^br fo^ur times th eir norm al price. On the 
other hand, the creditor country or countries are apt to regard 
the loan as a purely commercial loan to overlook the tiansfei 
problem in money payments, and to foiget the efiect of payments 
in land on the receiving or creditor countries Thus in 1934 the 
United States demanded the payment of Wai debts on the 
ground that the question had “gravely complicated our trade 
and financial relations with the borrowung nations for some 
years ”, and the President recalled that “ the monej by the 
United States was in turn borrowed bv the Umted States Govern- 
ment from the people, and that our Gov ernment, m the absence 
of payments from foreign Governments, has been compelled to 
make up the shortage by general taxation of its own people ” 

“ The American people ”, he said, ‘ would not be disposed to 
place an impossible burden on their debtors, but are nev'ertheless 
in a just position to ask that substantial sacrifices be made to 
meet these debts ” 

Next with regard to economic and financial consequences In 
recent yeais two mutually opposite policies have been follow'ed 
On the one hand, an mternational financial system has been 
developed which mvolves the annual payment ot large sums by 
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debtor to creditor countries On the other hand, obstacles have 
at the same tune been placed m the way of the free movement of 
goods and services so that capital cannot move except m such 
a way as to upset the woild’s financial equihbrium Creditor 
countiies have refused to accept payment m goods and services, 
and this has compelled their debtors to pay m gold Gold 
reserves, therefore, m debtor countries have been drained, if not 
exhausted This m turn has depressed the price of commodities 
in terms of gold currencies This fall in puces haAbrought wide- 
spread rum to producers m creditor and debtor countries alike, 
because the whole world to-day is closely linked up in economic 
sohdaiity The fall in prices has seriously increased the burden 
of commercial debts and at the same time has made mtolerable 
the peculiar burden of War debts These facts are a plain tale 
which must be told m plam language, and they show that it is 
impossible to exchange sums ot the required magnitude of War 
debts fiom one cuiiency to another wuthout disastrous effects on 
trade and puces It is sometimes overlooked how these pay- 
ments to the United States throw the whole mternational financial 
machinery out of gear The Wai changed America from a 
debtor into a creditor coimtiy m too short a space of time In 
post-War years this was intensified by the veiy unnatural com- 
bination of laige exports and high piotection against imports 
This umiatuial process was accompanied by a demand foi pay- 
ments on War debts and also by excessive foreign lendmg It 
would not be wrong to regard these developments smee the War 
as the mam causes of the great trade depression of 1929-34 The 
world, therefore, had to base itself on borrowing from the United 
States in place of aelhng to that country Foreign lendmg 
mdeed on the part of the United States was encouraged by the 
extreme poverty m Europe In ten years the Umted States 
lent abroad as much as the net foreign loans of Great Bntam 
durmg the whole of the nmeteeuth century This lendmg was 
certainly brought to an end by the growth of the American boom 
m 1929, wbicb led to a cessation of America’s international 
lendmg to wbicb the world had become accustomed The Umted 
States’ export surjilus before 1915 varied from $200 milhons to 
§600 mdlions In 1917 and 1918 it exceeded $3000 milhons and 
m 1919 was about $4000 milhons War loans were made to meet 
the requirements of the belligerents and took the form of muni- 
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tions and food The debtor countries were credited at ex- 
travagant puces for those goods required in the prosecution of 
the War It was no one’s fault, because it arose from the difficult 
conditions of the time These, however, bemg taken m the form 
of goods enormously mcreased the volume of exports m lending 
coimtries The United States, m brief, refused to take pay- 
ment m goods audj'serviees’ and Remanded gold So long as 
debtor nations are- cupelled by^eiy means to increase their 
export surpluses in :^eet mter-goxeiumental debt 

buideus they cannot play Jhm part in normal commerce Their 
purchasmg power is dumnishfedj and this is reflected in dimmish- 
mg receipts in the hands'of producers m the creditor country The 
Umted States has stdl a large favourable balance of pavments 
and will not lend abroad The result is obvious It is exercising 
a deflationaiy piessure on the ivorld, and will continue to do so 
until its exports decrease oi imports increase or its foreign debtors 
default Equihbiium Mill not be restored until then The pay- 
ment of the debt imjilies that the creditor wiU be udlmg to accept 
goods and services sufficient to co\ er the debts due to it over and 
above the goods and services required to cover its exports, and 
this means a complete re\crsal of the existmg favourable balance 
of trade between the United States and the i est of the w odd This 
raises a wider issue of inter-goveinmental obligations lesultmg 
from the World War The British Goveinment m their Note,^ 
dated 4th June 1934, refcircd to the possible pajinent of debts in 
goods, and the Umted States Government m its leply said tliat 
“No proposal had evei been piesented to the Government 
towaids payments m kmd to an extent that might be found 
mutually practicable and agieeable ” The President, in viow of 
the criticisms laised with reference to payments m kmd, stated 
that this simply meant a declaiation of the Administration’s 
willingness to discuss uith the Biitish Government a nrattei which 
the latter had themselves raised in their Note, and he emphasised 
that payments m kmd could be “ very paitial ’’ and tbe debt 
could “ obviously not be discharged m whole ” by such means 
He declared that the United States Government had no mtention 
of permittmg Ameiican industry or agiiculture to sufter as a 

1 Papeib lelatmg to the Biitish Itar Debts, Cmd 4609, 1914 Ct Cmti 
1912, 1923, Cmd 4202, 1932, Omd 1210, 1032, Cmd 4211, 1932, and Cmd 
4448, 1933 
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lesult of any debt agieemeut embodying such payments Tlieie 
the mattei has icmamed since June 1934, and it is deal that 
Intel national tiansfeis such as nould bo necessary to tiansfei 
such enoimoub sums would be impossible without radical altera- 
tion in the economic policies ol the Uiuted .States Indeed it 
nas this very point that Jefteison, the JSecietary of State, m a 
long and able Memoiandmn to the Biitish Government signed 
by Geoige Washington and Alexandei Hamilton, stressed regard- 
ing the payment of debts amountmg to $11 millions that were 
owed to British merchants It was impossible to pay large sums 
of debt m gold or sdvei, he said, smee Ameiica had lost its stocks 
on mg to the wai, and that he held that theie was no moral reason 
foi fulfilling the debt clauses ol the Treaty of Peace 1783, smee 
the Biitish Government had, by rts fiscal policy and shippmg 
policy, lessened America’s means ol payment These debts, it 
may be noted, lemaured outstanding for very many years, until 
m 1802 it nas decided to discharge them by a payment ol 
$2,064,000 m three annual mstalnients Payments in kind referred 
to in June 1934 marked the largest intellectual advance yet made 
upon the subject ol War debts by an American Administration 
Payment m such a form may overcome the specific transfer 
problem mvolved in money payments But it _was_the history 
of payments m kind by Germany that aroused mtense opposition 
in the cormtries at the receivmg end The American producer 
and tiader now have to ask the question, “Do we want to be 
paid * ” This will become m the future a mam issue of the 
United States m regard to War debts 

Wab Loans versus Subsidies 

2 The first instance m modem histoij of a dnect mtei-govein- 
mental loan is the case of France, rvlrich advanced to the United 
.States during the War of Independence loans extending over the 
lieriod 1777 to 1783 These loans amounted only to $6,352,600, 
and of this amount $4,327,600 were repaid m 1795 The balance 
($2,024,900) was converted into domestic loans bearing mterest 
at 41 pel cent and 5^ per cent per annum These loans were 
repaid — the 44 per cent between 1807 and 1808, while the payment 
on the 5V pei cent was hnally made m 1815 These loans, however, 
were ver> small as compared with the enoimoiis twentieth-century 
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War loans Apart altogether from therr size there is another 
great point of difference The creditor State was not m the same 
positron to Fiance as she \ias in the Great War i\hen the issue 
was as much America’s as it uas of her other Allies, who were in 
the trenches m France long belore she uas able to come into the 
War General Pershing, the commander of the American forces 
in Fiance, said that if it had not been for the Allies, “ who held 
the line fifteen months after we entered, it might well have been 
lost ”, and “ We were responsible for their having to hold the line, 
and we advanced the money -nhidi made it possible for them to 
hold it But I beheve part of that expense should now be borne 
by the Umted States ” 

Great Biitam m 1795 and 1797 gave loans to the Emperoi of 
Austria amounting to 16,200,000 Portugal also recei\ed a loan 
in 1809 which was leimtted by the Treaty of Vienna in 1815 
In 1856 Great Britam gave to Sardinia a loan of £2 millions to 
equip an aimv of 15,000 men against Russia m the Crimean 
Wai The policy of Great Britam, liowerer, has always been 
subsidies rather than war loans Subsidies as a phase of war 
effort can be traced e\ en to the tune of Eclw ard 111 m his alliances 
with German Prmces and the Emperoi Lewis the Bavarian^ 
Walpole began a regular system of adrances in 1711 when 
£300 000 were advanced to Maria Theresa, and this subsidy 
w^as increased bv Carteret to £l 250 000 It was found cheaper 
and moie satisfactory to giant subsidies than to send soldiers 
abroad, especially as British tioops weie more expensise to 
mamtain than continental In the Seven Years’ War Pitt 
helped Fiedorick with subsidies against the Fiench, as Pitt 
mshed to conquer Canada m Geimany In the last decade of 
the centuiy fiom 1793 Great Biitam financed her allies by 
subsidies and between 1793 and 1810, out of a total of £57 millious 
in loans and subsidies to foieign states, over £50 mdhons alone 
w eie m subsidies - Au Ameiican historian, Piofessor Edw m F Gay 
of Hai V ard Um\ eisity , m a pnpei on “ War Loans oi Subsidies ”, 
points out that m legaid to the ^imeiican Wai Debt it is difficult 
to find any ecidence in the historical lecoid that the policy of 

1 Cf “y\ar Loans \cisus bubsidiLS ’ (Foreign Affairs, ^^lL Yorl, \ol ix 
No 4. 1931) 

" Accuiinis lehiting to the Publn Jmonie and Eipeiiditnie of Gnat Biitain 
7;ei(7H(; (2 lols , 30b null 3bb— I— ISO')) vol ii p bbl Both i ulunus are 
iiuhspcubablo to the -stuchut of British^^iante 
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siibsiflics was given any serious consideration , but that after 
the cxpeiience of the Austiian loan the Biitish policy was not 
to engage in any transactions of that kind but to follow the 
traditional system of subsidies “The fact remams”, says Gay, 
“ that subsidies, not loans, had been adopted by England as a 
settled policy, that while her Allies shed blood in the common 
eflort, she fuimshed hei share of the treasure At the end of the 
struggle, lor all practical purposes, England wiped the slate 
clean Beset with difficulties of the gravest charactei at home, 
w ith taxes at an unprecedented height, with such serious financial 
comphcatioiLs that Ricaido was suppoitmg a demand for a 
capital levy, with agriculture m distress and mdustry languishmg, 
witli an army of unemployed, and with riots m her manufactm- 
mg towns, England, neveitheless, showed expedient moderation 
toward Fiance and prudent foibearance toward her Allies 
She left the Contmeut unhampered to undertake its necessary 
economic reorganisation Hei action was not quixotic , it was 
not merely the ‘ gentlemanly tiaclition ’ of government The 
‘ neiv doctrine of dismteiestedness ’ with which Lord Liverpool 
was taunted, was calm and fai -sighted statesmanship” Gay 
concludes that the future American historian may be foigiven 
if he repeats sententiously the sound lesson of Lord Liverpool’s 
prudence and expedience “ In case of wai, if you can give at 
all, give and do not lend ” 

Wai debts in the Great War began m Octobei 191-1 when 
Russia applied to Great Biitain for financial assistance In 
the following year Great Britain, Fiance, and Russia pooled then 
mibtaiy and financial lesources A credit was opened m London 
in 1915 foi 1500 million francs on behalf of France, and France 
sent to the Bank of England gold in the same year which was 
to be letuincd aftei the War when the credits were repaid Great 
Britain and Fiance gave loans to Belgium, Russia, Italy, Serbia, 
Rumania, Greece, and othei coimtries When France became 
exhausted, Gieat Britain alone made loans until 1917, when the 
United States enteied the Wai and became the chief cieditor 
of the Allies The loans weie expended m the Umted States 
for the purpose of wunnmg the War ^ The Umted States fiist 


^ Cf The authontatne review by the Assistant Secretary of the American 
Treaauiv in charge of Foreign Loans frnm 1918 to 1920 — Albert Eathbone, 
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lent to England 'whioli distributed the amounts among the Allies, 
but latei the Umted States herself lent directly to vaiious Allies 
After the War the Umted States continued to lend for the 
economic lehabibtation of Europe In 1922 an Act was passed 
by the American Congress settmg up the Funding Debt Com- 
mission 1 It reaffirmed unconditional payment of mterest and 
pimcipal and made a series of agieements between 1923 and 
1925 with its debtors It piomded foi the refunding of the 
Allied debts by the issue of securities which were to mature m 
twenty-five years and cairy a rate of mterest not less than 4| 
per cent, the rate paid by the Umted States Government on its 
internal loans The Agieements made by the Eundmg Debt 
Commission specify the repayment of the prmcipal, although 
they do not keep to the rate of interest or to the period of repay- 
ment The rate of mterest vanes with the “ capacity to pay ”, 
and repayment is distiibutcd over sixty-two years Great 
Britain and France also concluded lundmg agreements with then 
debtors, but Great Britam laid it down that m no circumstances 
would she collect more than the equivalent required to pay 
the United States The Balfour Note of August 1922, therefore, 
defimtely linked up War debts with reparations Great Britain 
bound herself umlaterally and this prematiue move hampered 
her m later negotiations It would have been more expedient to 
wait, and it might then have been clcai w hethei this would have 
been accepted by others The Dawes Commission of 1924 
1 educed reparations from the astronomical figure which hitherto 
had held the field These indemnities contmued to be paid as 
there was a large flow of iniestment fiom the United States into 
contmental Europe The piosperity, how e%mr, between 1923 and 
1929 contained the germs of future trouble The debtor countries 
as they could not pay m goods and ser\ices were forced to pay 
in gold, and matters got from bad to worse In the summer of 
1929 the Young Plan was fiamed and Germany promised to pay 
annually an equivalent of 8500 millions or £100 millions at par, 
the major pait of w'hich wuis to be passed on as War payments 
to the Umted States With the collapse of 1931, European 
crecUtors did not and could not pay The Moiatorium, which 
1 The Commission, aftoi the lonelusion of debt agreements nith all except 
five debtor nations, censtd to exist on 9th February 1927 The Funding 
Agreements co\cred niuri than 97 per cent of the total principal of obligations 
outstanding uhen the Commission was created 
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was the result of President Hoover’s initiative, began fiom 1st 
July 1931 and suspended mter-governmcntal payments for the 
Hoover year — 1st July 1931 to 30th July 1932 The object of 
the Hoover Moratoiium was “ to relieve the piessiire of the 
difficulties resulting from the fall m prices and lack of confidence 
m economic and political stabdity, and to assist m the re- 
establishment of confidence, thus forwarding political peace and 
economic stability m the world ” With the cognizance and 
approval of the United States Government, the creditor Govern- 
ments of Germany, ^ e the representatives of Great Biitam, 
France, Italy, and Belgium, met at Lausanne, and an agreement 
was signed and payments m lespect of War debts of France, 
Italy, and other countries iveie suspended, except in the case of 
Great Britam to the Umted States, which continued up to 
December 1933 

In then Note of 1st Decembei 1932 the British Government 
stated fully why the system of inter-goveinmental debt obhgations, 
as it existed before the Hoover Moratorium, could not be revived 
and ivhy a radical remsiou of the existing settlement was essential 
Oidy an mstahnent of the British debt due on 15th December 1932 
was paid, and paid in gold mainly because the Amexican Govern- 
ment had stated that such a payment, m then opmion, would 
inciease the prospect of a satisfactoiy apjiroaoh to the whole 
problem of War debts The British Government stated that 
this payment was not to be regarded as a remission of the annual 
payments imder the existmg agreement Discussions took place 
in the spimg and autumn of 1933, but no settlement was arrived 
at On 15th June and 15th December 1933 the British Govern- 
ment made token payments, and the President of the Umted 
IStates expressed his personal view' that he would not regard this 
as a default In June 193-1 the Government would have been 
prepared to make a further payment m acknowledgment of the 
debt and without prejudice to then right of agam presentmg 
their case, provided that the President did not consider this a 
default Legislation in the Umted States, however, made this 
impossible, and therefore the Government decided to suspend all 
mter-governmental pajnnents pendmg a final levision, smce the 
regular remission of full payments to the United States would 
revive the w'hole sy^stem of mter-governmental War-debt pay- 
ments and postpone mdefimtely the chances of world recovery 
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There was, as was stated at the tune, no intention of repudiation 
of obligations Discussions would have to wait until, in the 
opinion of the President of the United States, such discussion 
would be likely to be of value 

The Funding Debt Commission have stated that cajiacity to 
pay does not mean leqiimng the foreign debtoi to pay to the full 
limit of its present oi future capacity “ It must be permitted to 
preserve and improve its economic position to bruig its budget 
into balance, and to place its finances and currency on a sound 
basis, and to mamtam and, if possible, to improve the standard 
of living of its citizens No settlement which is oppressive and 
retards recovery and development of the foieign debtor is to the 
best uitere&t of the Umted States or of Euiope ” The principle 
of the capacity to pay, however, m post-War intei-govern- 
mental loans is of secondaiy impoitance to the capacity of the 
vorld to endiiiP tlie consequences which these huge transfers 
involve 

In no cnciimstances should the Avoild disordei be peijietiiated 
that reactions aie set up m\ olviug losses many times gieatoi than 
the total amount of War debt Fourteen other States .suspended 
the bi-annual payments to the United States in June 1934 Thus 
the effective collapse of the vhole stiuctiue of debt-funding agiee- 
ments, initiated between 192.3 and 1925, took place with dramatic 
suddenness and among the debtors imaniniously The question 
of War debts v'as uideed lemoAed from the land of sentimental 
]nakc-belie\ e to the fiimci ground of economic realities The 
suspension of payments ivithout any possibihty of then being 
resumed in the old form vull tend to result in the whole debt 
question slipping out of the mternational political foregroimd, 
and much of the nutation which has been injected mto intei- 
natioual lelations will ultimately disajipear Caneellatiou is the 
best policy If the debtor should ha\e the ability to pay, it is 
unwise foi the cieditoi (m his owm mterest) to ask the debtoi to 
pay, as the payment will mterfeie with the crecbtoi’s prosperity 
If cancellation is not possible a reasonable single-debt payment 
m full settlement is, faute dc inieux, the alteinatne In Anew, 
hoAvever, of the attitude of continental countiies to War debts 
and of the ch facto connection between the two sets of inter- 
governmental obligations, the latter is less likely than the 
foimei 
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Indemniiibs and Reparations 

3 A distmction is somptimes drawn between wai indemnities 
and reparation oi reparations The latter term arose at the Peace 
Conference after the Great War and was a deliberate creation to 
emphasise the idea of makmg good the actual damage done in the 
War, and at the same time to avoid the idea of mdemmty to meet 
the cost of the War or jirofit to the \'ictois It was, therefore, 
used to describe the payments to icpau damage, in cash and 
m hind, demanded by'- the Allies from the Central Powers, mainly, 
if not entirely from Germany The demands were based on the 
restitution of physical objects which had been destroyed and also 
on the compensation due to civilians for direct mjiuy The 
Peace Conference rvas dommated by a war psychology and a lust 
for -V engeance It was only after a struggle that direct war costs 
were excluded In spite of the strong protest of Germany, the 
cajutalised yaliie oi separation allowances and war pensions wore 
included Fiom the histoiy of the negotiations on reparations 
spread o\ er foiuteen long weary years the oupidity and the selfish- 
ness of pohticians stands out clear as the noonday, and one sees 
the truth of the saying that when p olitics comes m at the door 
economic and financial pimciples fly-out at the_window The 
real effects, for example, oTthe physical transfer of goods from one 
country to another, from the national heap of goods and services 
produced m one country to that m another, and the importance of 
fixmg mdemmties or reparations accordmg to capacity to pay, 
were forgotten m the haste to extract from the defeated enemy 
e\cessi\e smns m ordei to balance budgets or to pay for recon- 
stiuctioD Before the Dawes Committee ivas convened m 1923, 
the elementary truth was overlooked to an mcredible degree that 
a coimtij% after naymg by dueot means aU that it can, such as 
immediately traimerable wealth m the form of gold, foreign 
securities, ships, am property in ceded territory, must fall back 
on paymg by the goods and services which it produces Notwith- 
standmg this simxile truth, w-e find a long-drawn-out struggle on 
the part of the creditors to forget it and to prevent the debtors 
from pajnng by goods and services The difficulty lies m the fact 
that both the prmcipal creditors and the debtor were highly 
industrialised countries pioducmg the same gdods, and when the 
debtor paid the creditors m these, the creditors found that the 
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home maiket for then own pioduceis of these goods was pio tanto 
reduced They were, too, placing themselves at a disadvantage 
with then customeis ni neutial countries, who were unwilling to 
purchase from the creditor country when the lepaiation-paying 
country was dumping cheap goods into it On the othei hand, 
until 1923 a large part of German deliveries m kind went to 
Yugoslavia, an agiicultural countiy which could absoib these 
mthout disadiantage to itself In other wotds, the paying 
country should be the complement and not the iival of her 
creditors — she should be an industrial country if her creditor is an 
agricultural, and if her crechtoi is industrial she should be in the 
mam agiicultuial The only vay ui which reparations can be 
satisfactorily paid is if the payer is a producer of difterent goods 
The absence of this principle accoimts foi the lugh tarifts and 
deflation which have had so restiictive an eftect on the possibility 
of reparations on an_y large scale 

Reparations are closely connected with AVai debts, although 
from the purely legal viewpomt this inai not be so At the 
infructuous Hythe Confeieiice, 1920, where reparations and 
Germany’s taxable cajiacity were discussed, it vas proposed to 
link up War debts with reparations The comiection between 
the two was the basis of the Balfour Note of 1922 In the 
Young Plan, 1929, the connection iias again emphasised, as 
European nations held that reparations from Gcimanv should 
be as nearly as possible the equivalent of the War debts to the 
United States The matching of debts vith icpaiations was a 
step forward m the Young Plan, where the pioiision of varying 
the amount of reparations with the change m the ^allle of gold 
was dropped, although this had been a feature of the Dawes 
Report, 1921 No such variations existed m the War debt 
fimdiug agreements The United States Government admitted 
by implication the connection between the ^ivo sets of inter - 
governmental obhgations when the Hooier Moratorrirm was 
proposed rn 1931 The Lausanne Agreement, 1932, also took 
note of tins comrection The agreement was not to be ratrfied 
mitil the creditors of reparations had made s^atisfactory settle- 
ments wuth the Umted States on War debts | Reparations and 
War debts are War obligations and are clearly inseparable , ij 
they are part of the aftermath of war , are cntuely difterent , 
from productive debts and are, therefore, a burden on the debtor 
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State, since they tend to lediice in the paying country the 
standard of living, purchasing power, and savings out of which 
internal capital conies They are both mter-governmental 
obhgations 

The history of the nineteenth and twentieth centuiies makes 
it possible to draw certain conclusions m regard to indemnities 
and reparations There aie live classic examples of mdemmties 
in this period, viz the Treaty of Tilsit, 1807, the second Treaty 
of Pans, 1815, the Treaty of Frankfort, 1871, the Treaty of 
yhimonoselfl 1895, and the Treaty of Versailles, 1919 By the 
first of these treaties, Napoleon forced an indemmty which was 
far beyond the capacity of Prussia to pay, Prussia bemg then 
predommantly agncultuial and without any large mdustries or 
foreign trade The total indemnity was estimated at £26 
milhons By a convention supplementing the Treaty he mam- 
tamed 100,000 men m Prussia at its own expense until the 
mdemmty was paid — a practice which, it is mterestmg to note, 
has been folloived subsequently In the second Treaty of Pans, 
1815, an mdemmty of 700 miUion francs was imposed, and in 
addition 150,000 men weie kept by the Allies for five years m 
the main defences of France, co&tmg 250 million francs a year 
In 1871 Fiance was compelled by Germany to support a German 
aimy m northern and eastern Fiance until an indemnity of 5000 
million francs (£200 mdlions) was paid To the surpiise of the 
world Fiance paid this ofi m two years and fom months To 
meet this the French Government floated two large loans to the 
eqmvalent of £230 millions With the proceeds of the loans the 
Government was able to purchase through the Bank of France 
in France itself 750 million francs worth of German banknotes 
and 1500 million francs of secuiities wuth an mternational market 
The remaining sum, 2750 milhon francs, was obtamed through 
the purchase of hiUs of exchange The German banknotes were, 
of course, German money left m France It is not possible to 
say how^ much was used from past savings, although it has been 
estimated that 1500 milhon francs were from current savmgs or 
hoards The increase m the public debt was permanent No 
difficulty arose m legaid to the transfer problem The German 
banknotes were readily acceptable and the securities were sold 
wuthout difiiculty m Berhn In legard to the bills of exchange, 
the goods were shipped out of France and the proceeds made 
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over to Geimany Fiance, too, had a favourable balance ot trade 
during this peiiod, and Germany in 1871 was a fiee tiade country 
It has been held that the payment of the mdemiuty did Geimany 
moie harm than good The ciedit of the debtor countiy is upset 
by the indemnity, and this aftects the creditoi country and other 
countries, as nowadays the whole woild is mutually inter- 
dependent Morcovci, tarifts and quotas are put mto opeiation 
agamst the goods of the indemnity-paying countiy Norman 
Angell 1 showed that Germany had to face a serious depiession 
especially in the year 1876-77 , French mdiistiy, on the other 
hand, it is argued, was stimulated by the payment of the 
mdemmty It is difficult to estimate how lai France Mas 
better oil than Germany as a result of the indemnity and ho« 
far the payment of the mdemmty itsell led to Germany’s tioubles, 
but it must be admitted that the indemnity gave Geimany 
increased purchasing poxvei and made it possible for Geimany to 
letorm its cuiiency and also to inciease its military jiOMer 
without puttmg a very heavy strain by taxation on the masses 
The Tieaty of Shimonoseki m 1895 brought an indemnity to 
Japan of neaily £36 millions and it gave Japan foreign credits 
which, some hold, modernised her industiv It cannot, however, 
lie said, all thmgs considered^ that tlie iiulcmnity was the cause 
of the mdustnal advance of Japan m the present eentiiiv- any 
more than it was that of Geimany in the last century The 
articles 231 and 232 of the Tieaty of Versailles, 1919, piovielcd 
for reparation for the damage done and also foi a Eepaiation 
Commission to assess the extent of the damage piecisely on the 
various items laid dow n in the ticatv The treatv did not answer 
the question “ \\Tiat can Geimrny pay ? ” but only laid down 
the items on which her liabilitv for reparation was to be based 
It w'as lett to the Eepaiation Commission to evaluate these items 
in the Peace Treaty, to make as it w eie the total of the sum set 
to them Beyond that it could not be blamed for what followed 
A senes of conferences in vaiioiis places at various times had 
abeady pioved abortive, and in Maieh 1921 the Allies decided to 
follow the basis of action piovided for by the treatv' (which came 
inbo being m January 1920) A Eeparation Commission was 

* Of Xorman Angell, ///«%(«« (London 1010) but eoe O’Farroll, 

TlidFianco German II ai Iniliiinn/i/a/iil ils Lioiioiuk Ft s«;(s(Uarton Foundation 
Study, London, 101 S) 
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appointed on 27th April 1921 which assessed Germany’s liability 
at 132,000 million gold maiks, oi £6600 millions It may be 
noted that m this very month Germany oftered to satisfy its 
reparations obligation by paving 50,000 million gold marks at 
its present value oi annuities to the extent of 200,000 millions, 
an ofler considerably above the amount later accepted iindei the 
Young Plan The Repaiatious Commission m May notified the 
Geiman Government of the schedule of jiaymentB Tliiee scries 
of bonds to the total amount were to be issued by Germany — 
they were m fact never issued — and two sets of annuities were to 
pro\nde the funds foi the service of the bonds — one fixed at 2000 
million gold marks and the other variable at 26 poi cent of 
Germany’s exports Ceitam revenues, mdudmg customs, were to 
be assigned as additional seciuity Under the British Kepaiation 
(Eecoieiy) Act of 1921 and under similar legislation in France, 
Germany was to pay its exporters for levies on imports into those 
countiies made by the respective Governments on lepaiations 
account This resulted m a serious crisis m Germany, but the 
terms were finally accepted The first 1000 milhon maiks were 
to be paid uithm twenty-five days The mark began to de- 
preciate m consequence of the efiorts of the German Government 
to buy foreign exchange, and by the end of 1921 a partial moia- 
toiium had to be granted to prevent default Conditions m 1922 
w ere as bad as m the previous years and the mark continued its 
downuaid course Finally, early m January 1923, the Repaia- 
tions Commission agam declared Germany in default, and French 
and Belgian troops two days after this default later moved into 
the Ruhr The struggle m the Ruhr lasted from January to the 
end of September, when the Berlm Government, ow in g to the lack 
of success of a passive resistance campaign and the phenomenal 
depreciation of the mark, submitted and then negotiated with the 
Micum (La Mission InteraUiee de Contiole des Usmes et des 
Mines), responsible for deliveries m land Tbs period of repara- 
tions history will he a lasting monument of sheer incompetence on 
the part of the German authorities, especially in per mi t ting the 
passi\ e resistance to French occupation m the Ruhr to be financed 
by the printmg press The French fianc m the meantime had 
depreciated by a quarter, and the recovery of all Western Europe 
was retarded by these events m the Ruhr and the uncertamty 
injected into mteinational trade There w as conflict between the 
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Allies and Geimany and, as is well known, between tbe Allies 
themselves Fiance stood by the lettei of the tieaty, while Oieat 
Biitain attempted to face economic and political leahties with a 
view to accelerate tiade recovery at the earliest possible oppoi- 
tuiuty Moreover, there was the further conflict on the one hand 
that Geimany must make reparation pay ments, ivhile on the other 
the Allies themselves weie univilling to receive the paynnents when 
it came to dehceries in kind The creditors found that if the 
Germans were allow'ed to send goods such as coal and machmeiy 
this would reduce jiro fanio the demand m their own markets 

It was now vital to take the whole matter out of the political 
arena, and the Rcpaiation Commission announced on 30th 
November 1923 that two Committees of Expeits were appomted — 
one to deal wnth German curiency stabilisation and the budget and 
the other with German capital abroad The Committee took its 
name from the Chairman, Mr Charles G Dawes The Plan w'as 
really a British idea It marked a great step tow^ards the solution 
of the problem of obtaining reparations from a country totally 
denuded of workmg capital and completely exhausted by a war in 
the w ay that France w'as not m 1871 Germany was out of action 
and completely exhausted by the inflation follow mg on the occupa- 
tion of the Ruhr Inflation had piactically wiped out the entire 
liquid capital of Germany The classic Daw'es Report ^ got dow n 
to realities, and the Committee leeogmsed that the first thuig to do 
w as to put Germany agam on her feet if reparations w'oie to be col- 
lected at all It could not, ow mg to French susceptibilities, touch 
the total of leiiaiatious It was, howevei, concerned with the 
budget, and unless the budget could be balanced reparations could 
not exist Reparations, therefore, as an annual bin den was treated 
with great care The Committee distmgiuslied between the tax 
buiden on the one hand and the amount of export smplus w'hicli 
coidd be got out of Geimany without upsetting the exchanges 
The Committee pioposed that the German Government should 
raise the requisite taxes to balance the budget on the lines of then 
Report Hanng made sine of sufiicient taxation, the creditois 
themselves could arrange the tiansfer of niaiks into the cuiiency 
of other countries pro\ ided it chd not mterfeie with the stability 
of the exchanges This transfer side of the work wms supervised 

1 Beporls of tbe Exptit Comuuttees appomted by the Peparation Coni 
miswn Cmcl 210 j, 1U24 
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by a Tiansfei Committee in situ in Beilui undei a single authority 
The Reiclisbank was at the same time leoiganised An ascending 
scale of annual payments subject to a possible increase on an 
inde\ of piospeiity was aiianged, as was security for the payments 
by an elastic control ovei assigned revenues The annuities m 
1924-25, theiefore, began at 1000 million gold maiks and rose to 
2500 million marks m 1928-29 thetotalfoi the five years was 7970 
million marks An equivalent of 125 million marks a year was 
to be increased piogiessively as Germany’s power to pay mcieased 
The year 1928-29 was taken as the standard year, and thereafter 
the annuities v ere to fluctuate vnth changes m the value of gold of 
10 per cent or moie, and they weie to mcrease with an mdes of 
piospeiity The bonds weie secured on the lailway system and 
on industry and gave rise to no difficulty The bin den on the 
federal budget was not heavy, amountmg to less than 20 per cent 
of the whole m the standard yeai As a result of the Dawes Plan 
accepted by Germany and her creditors at the London Conference 
m August 1924, Germany for five years was able almost to forget 
the problem of reparation and to devote itself to developmg its 
resources Durmg this period Germany stabilised her finances, 
and by the end of 1928 had legamed the general economic strength 
that prevailed m 1913 The Plan thus worked successfully, 
although the unwilimgness of creditors to receive payments in 
goods contmued to be serious The real problem indeed was the 
ultimate importing power of the creditors Fortunately for 
Germany, the surplus snvmgs of America and elsewhere were find- 
mg an outlet in Germany , but the Agent-General of Reparations 
in Berlmand the President of the Reichsbank were always warmng 
the world that Germany was borrowing too freely and was not 
im estmg the money m productive assets But pubhc opimon in 
Germany supported this misdirected and extravagant policy of 
borrow mg, as reparations were ne\er regarded as a moral obhga- 
tion It was always expected that sooner or later a way would 
be found to abolish or to evade them altogether The history of 
reparations has been largely a question of lendmg back to Germany 
through the ordmary course ot investment from abroad the amount 
which it has paid m reparations This was essential at least for 
some years because Germany was so completely denuded of 
circulatmg capital A considerable part of this inflow of foreign 
capital (46 per cent) was short-term capital, and much of this 
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foreign capital was not for productive purposes but was expended 
on municipal entei prises like housmg schemes, public baths, 
playgrounds, and paiks financed on a lavish scale Industries, 
too, mdulged in an uneconomic orgy of capital eqmpment on 
bon owed capital from abroad, especially from the Umted States, 
which supplied half Germany’s long-term boirmvmgs, half the 
total of acceptance credits, and about a quarter of the shoit-teim 
credits between 1924 and 1931 

In 1 929 the somewhat premature plan known as the A'oung 
Plan 1 came mto being It reduced the payments to a termm- 
atmg series of fifty-nme annuities and thus fixed definitely the 
total amount of reparations The annuities rose gradually to 
the year 1966-66, but began at only two-thuds of the Daises 
standard annuity, and the average annuity was only’’ 21)00 
million marks, or four-fifths of the Dawes standard annuity The 
annuities before 1965-66 included part of the debt payment as 
well as reparations proper But alter 1965-66 the payments 
were to drop approximately to the debt payment The annuities, 
too, were to be diminished if the Umted Htates reduced its claims 
on War debts It was provided that limited transfer protection 
up to two years should be given to the larger fraction of each 
amiuity, but 612 milhou marks a year could not be postponed, 
just as the service on the Gorman external loan of 1921 amounting 
to 61,800,000 marks a year was non-postponable The plan 
also carefully regulated deliveries m kmd which hitherto had 
given so much trouble Part of the annuity was payable un- 
conditioually — the commercialised portion — and the other cou- 
ditionallv, i e it might be suspended for a period of years so 
that Gel many may get some respite in any period of great 
depression of trarle It provided for the commercialisation of 
pait of these payments and gave Geimany the sole responsibilitv 
of the service ot the loans It also abolished the Dawes Plan 
machinery— the Agent-General, the Transfer Committee, and all 
pohtical machmeiy m Beilm In abolishing the Reparation 
Commission it provided for the establishment ot the Bank for 
International )Settlements at Basle to collect and disburse 
Germany’s payments and to serve as a central international 
co-ordinatmg authority among the world’s Central Banks 
Unlike the Dawes Scheme, it was at the mercy of the changing 

1 Report of the Committee of Experts on Reparations, Cmd 33-13, 1930 
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value of gold , but this was thought advisable, since War debts, 
with which these wexe matched, had no such fluctuatmg basis 
The weak points of the Scheme are (1) that it did not fix the 
amount of reparations aftei an impartial and scientific study of 
the taxable capacity ot Geimany and (2) it made a change vhen 
economic conditions weie far from stable The Plan owed its 
existence to the fact that many statesmen believed a final settle- 
ment could be safely substituted for the transitional one and that 
a consideiable portion of Germany’s payments could be com- 
mercialised, thus cnabbng the creditois to get considerable capital 
sums at once m place of their existing light to variable annuities 
Geimany opposed this mainly because it meant a definite series 
of annuity payments without protection of the tiansfers and 
also the clauses peimittmg the value of gold m accordance with 
an index of pros 2 ierity The annuities totalled 121,000 milhon 
marks (£5700 millions), and began at only two-thirds of the 
standard of the Dawes Plan annuity The aveiage 2000 million 
marks was only four-fifths of that sixe The plan was short- 
lived, as the payments of the second yeai were suspended thiough 
the acceptance by the Allied Governments of the Moratorium 
proposed by President Hoover 

By the Lausanne Agreement, dated 8th July 1932, reparations 
were cancelled and Geimany was to make an eventual payment 
to the equivalent of £150 milhons by means of German Govern- 
ment Redeemable Bonds to the amount of 3000 miUion gold 
marks as from the year 1935 The bonds are deposited with the 
Bank foi International Settlements and bear interest at 5 per 
cent and with 1 per cent amortisation, which will eztmguish the 
bonds m thiity -seven years The ratification of the Lausanne 
Agreement, it may be pointed out, will not take place until a 
settlement has been made with the Umted States on mter- Allied 
debts, and if such a settlement is not obtainable the creditors 
are to reveit to the position existmg before the Hoover Mora- 
torium The reparations system, which contiibuted so much 
to the economic confusion of Europe and the world, ceased to 
exist, and the spread of economic gangrene was stayed Repara- 
tions aie now practically a dead question Payments from one 
country to another gioup of countries have been abohshed, and 
Europe has decided to act collectively m the settlement of the 
problem of War debts Thus a step forward was taken m regard 
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to the lecommendations of the Basle Committee, which leported 
on 23id Decembei 1931 that “ tiansfers from one country to 
another on a scale so laige as to upset the balance of payments 
can only accentuate the present chaos It should also bo boinc 
m mind that the release of a debtor countiy from a burden of 
payments which it is unable to bear may mciely have the eftect of 
transferrmg that burden to a creditor country, which, m its 
character as a debtor, it m its tmn may be unable to bear The 
adjustment of all uiter-governmental debts, reparations, and 
other Wai debts to the evistmg troubled situation of the world 
(and this adjustment should take place without delay if new 
disasters aie to be avoided) is the only lasting step capable of re- 
estabbshmg the confidence which is the very first condition of 
economic stability and world peace Although the German 
Government is energetically defending the stability of its currency, 
steps are necessary to seciue that these measures shall ha\e a 
permanent efiect ” 

The service of the Dawes and the Young loans, which w'eie 
commercialised, aie no longer part of the reparations pioblem 
but constitute a fiist charge on the assets of the Reich The 
interest on these loans amounts to the compaiatively small sum 
of 90 milhon maiks a year It is to be remembered that although 
the proceeds of the Dawes loan were used partly to pa> repara- 
tions, the primary purpose of the loan w as to stabilise the budget 
of the Reich One-third of the Yomig loan, amounting to about 
£20 milhons, was applied to the financmg of the Geiman railways, 
the remainmg two-thuds lepresenting the coimneicialisation of 
reparations In dime 1934 the Geiman Government made the 
strange proposal to default on both the Dawes and the Young 
loans by proposing to suspend for six months fiom 1st July all 
cash transfers on German medium and long-term debts abroad, 
including the Dawes and the Young loans The British Govern- 
ment demurred to the proposal m its reply of 20th June to the 
German Note ot 15th June ^ The bmden ot the German debt, as 
shown m the previous chapter, is hght — the pe? capita figure Ox 
£14 14 comparmg favourably with that of Great Biitam (£173 8), 
France (£168 6), and the United States (£44) ^ The service of the 
German external debt, taking the exchange at no more than 12 
marks to the £, is for all forms of mdebtedness, public and pri\ ate, 
1 Cmd 4620, 1934 Vide Table III on page 807 
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only m the ueigLbourhood of £80 millions a year Tlie total cost 
of the Dawes loan is, for mterest and sinking fund, 30 million 
marks and 21 million marks respectively, and for tke Young 
loan 60 million marks and 14 miUion marks respectively — a total 
of 125 million marks out of a total external service charge of 
971 mdhon marks By a careful analysis of Germany’s foreign 
exchange mcome fiom mvisihle items and fiom exports, the 
British Government shoved that the service of the loan could 
be provided for without difficulty (especially if the pohcy of the 
Geiman Government were modified so as to stimulate exports) 
and threatened reprisals by settmg up a debt clearmg office for 
collecting and dealmg with debts due from Germany to persons 
domiciled m the United Kmgdom The Board of Trade was 
also given power to impose quotas on imports if Germany imposed 
discrimmating quotas on goods from the Umted Kmgdom The 
exports from Germany to the Umted Kmgdom exceed the 
imports to Germany of Umted Kmgdom produce and manu- 
factures, and are sufficient to cover the mterest on all German 
loans issued m London more than three tunes, and the mterest 
on the London issues of the Dawes and the Young loans more 
than ten times In view of these threats, Germany decided to 
contmiie the transfer of the mterest on these mternational 
loans 

The history of reparations to the student of finance is of value 
from fom pomts of view (1) the burden of reparations , (2) the 
importance of estunatmg the taxable capacity of the paying nation 
01 nations before an mdemmty is fixed , (3) the important problem 
of transfer tackled with success by the Dawes Committee , and 
(4) the dangers of inflation after an exhaustmg war if the Govern- 
ment is m any degree incompetent, weak, and vacfilatmg When 
mdemmties are levied m future wars these factors, owmg to the 
mcreasing sobdarity of nations m trade and finance, will be of 
high importance, and the economists and financial experts must 
never be permitted to give way to the pohticians, as was the case 
m the long and iveary conferences after the Peace Treaty of 1919 
In regard to the burden of reparations Germany paid from 1st 
December 1924 to 30th June 1931 nearly 11,000 milhon marks, the 
equivalent of £502 millions Of this sum 7949 imlhon marks were 
made available under the Dawes Plan and 2,871,900,000 marks 
under the Y oung Plan Before the Dawes Plan there is no accurate 
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figure of reparations The Reparation Commission estimated 
that Germany paid m cash and kmd up to the end of 1922 a sum 
of about 5500 million marks (£225 millions) If reparations for 
the year 1923 be added, the figure cannot be far short of £275 
millions This would make a total of £777 milli ons, which may 
be compared with the value to-day of the burden of the French 
indemnity of 1871 (£200 millions), viz about £500 mdlions There 
IS considerable dispute as to the exact figure -which Germany did 
pay m reparations before the Dawes Plan, and the calculation of 
the deliveries and pa 3 Tnents alone is veiy difficult The estimated 
value of the cessions, dehveiies, and payments before the Dawes 
Plan have been estimated at 26,000 miUion marks (£1240 millions) 
The German estimate is no less than 33,000 million marks (£1574 
millions) This figure must be regarded as a guess or as a state- 
ment of claims rather than an accurate financial total In 1928- 
1929 reparations were only 12 4 per cent of the total cost of 
government m Germany, and 3 4 per cent of the national income 
This does not seem an excessive figure The 7 per cent Dawes loan 
amounted to 410 3 million marks and the 5^ pei cent Young loan 
amounted to 1078 8 millions — a total of 1489 1 millions out of a 
total debt of 12,407 1 nullious on 3l8t March 1934, or about 12 per 
cent of the total debt of the Reich The annual interest on these 
two loans amounts, as we have seen, onlv to 90 million marks 
No impartial person will deny that the eftect of leparations has 
been the cause of much of Germany’s economic and financial ills 
But a great deal more has been due to her o-wn actions, whether 
dehberate or unconscious, notably m the inflation of the mark in 
1923 The responsibility for the final stages of the inflation w Inch 
rumed the mark must rest with the German financial authorities, 
who, if they had had sufficient rvisdom and courage, ought never 
to have permitted the mark to get out of control 

The mam point, when mdemnities are levied, is that they 
should, as far as practicable, be determined on the capacity to pay 
The calculation of the taxable capacity of a country or countries is 
no easy matter, especially after a long and exhausting wai, but it 
IS -vital that it should be estimated uith care in oidei that it 
should be the basis of an indemnity and not the actual costs of 
lepaiations oi war costs, which are entirely difterent matters, uith 
nothing to do with what the vanquished country can pay This 
concept 18 closely hnked up with the tiade-balance problem Unless 



there is a surplus of exports over imports, the foreign exchanges 
of the country paying the mdemmty wiU go wrong and react on 
her currency The future economic luatonan will doubtless recall 
how the AUies were perfectly withm then rights m prmoiple m 
demandmg reparation as m previous wars But he will also recall 
the cupidity of pohticians and the stupidity of democracies 
clamourmg for the squeezing of the lemon until the pips squeaked 
The importance of the prmciple of taxable capacity is wiit large 
on every page of the history of reparations, and m the future wars 
will doubtless be given the importance which it now holds m 
financial theory Keynes’ Economic Consequences of the Peace is a 
lastmg monument to the importance of correct thmking m regard 
to the pimciple of capacity to pay Had the oiigmal scheme of 
economists and fimancial experts been approved m the Conference 
at Hythe m 1920, and had Germany been allowed a reasonable 
period to accumulate workmg capital, it is quite possible that, as 
Stamp has pomted out, reparations might have been paid, and 
they would have led to no concentration of gold m particular 
centres and to no untoward circumstances such as have taken 
place 

The difficulty of transferrmg reparation payments has been 
already discussed, especially with regard to high tariS barriers and 
deflation Creditoi countries do not want to be paid m goods and 
services, the only reasonable method after the debtor country has 
paid all it can pay by direct means such as gold and securities 
High tarifi walls are raised to prevent payment in goods and 
services, the transfer of exports from the debtor country The 
effect, too, on world trade from the debtor bemg unable to buy 
from his former customers is also forgotten The Dawes Committee 
saw the importance of the transfer problem when it arranged that 
the Government of the Eeich should raise taxes to a requisite 
amount m order to balance the budget, and it left to the creditors 
through a Transfer Committee to get the mternal currency tiuned 
into the ciurency of the other countries without damagmg German 
credit These are mdeed two connected questions, but are not, of 
course, two identical amounts The principles governing the 
maximum m each case are totally diflerent The Special Com- 
mittee supervised the transfer of marks mto sterhng, francs, and 
dollars When this transfer is likely to be endangered by too 
small an export balance, the result of customers not wishing to 
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buy or an inflationary policy on the part of the paying Govern- 
ment itself, requisite steps must be taken The lessons since the 
discontinuance of the Young Plan m Germany, especially from 
1934, are well known Germany really had never to face up to 
her real transfer problem until after 1930, because the amounts 
required for reparation between 1924 and 1931 were largely met 
by boirowmg During the first seven months of 1931 the with- 
drawal of foreign shoit-term money from Germany amounted to 
20,900 milhon marks (£160 millions) Theie was also a certam 
amount of selhng of long-term German loans by foreigners An 
examination of Germany’s capital transactions smee 1924 clearly 
shows that less than half of Germany’s actual borrowings can be 
attributed to the reparation payments which she was compelled 
to make German borrowmgs reached the maximum about the 
middle of 1930, and the German offlcial figure of foreign indebted- 
ness given to the Young Plan (Basle) Committee was estimated at 
from 28,600 million to 30,000 ;milhon marks The estimate of the 
Bank of International Settlement Committee was 25,600 million 
marks (£1000 millions) Between 1924 and the stoppage of re- 
paration payments under the Hoover Moratorium the payments 
on reparation accoimts amounted, as we have seen, to 10,400 
million marks Smee 1931 there were withdrawals of foteign 
capital owing to lack of confidence m German financial policy, the 
result of an inflationary pohey which was responsible for destrdi^^ 
mg Germany’s capacity to export As long as Germany maim" 
tarns an overvalued currency whose exchange value is kept at an 
artificially high level m relation to mternal prices, so long will she 
be unable to acquire a sufficiently large export surplus to pay her 
debts She, therefore, must either reduce her mteinal costs or 
devalue her currency to its natural level, and not make, as has been 
well said, the best of both worlds at the expense of her creditors 
abioad 

The transfer problem m the future is likely to be even more 
difficult than m the past The ease with which the mdemmty of 
1871 was transferied is not possible m the protectionist world 
to day The mamtenance of a sufficient surplus export balance 
to meet reparations wdl not be easy Lastly, there is the danger 
of inflation, the results of which will contmue for many years after 
the actual inflation has passed In 1936 Germany was stiU suffer- 
ing fiom the mcompetence shown especially m 1923 m regard to 
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the budget, when a policy of financing expenditure by the printing 
press was deliberately followed, and this is held to be the cause 
of most of Germany’s troubles No amount of technical banking 
advance, such as the new technique of blocked accounts, or mdeed 
standstill agreements, will remedy the evils resultmg from infla- 
tion An inflationary pohcy unpaiis the exportmg capacity of a 
country notwithstandmg the temporary assistance of a depreciated 
currency It may be an mgemous method foi throwmg the cost 
of a Government’s programme of mternal development on the 
shoulders of her foreign cieditors It is a danger, howevei, which 
must be considered m connexion with the levy of any war m- 
demnity 



CHAPTER XXXV 


THE REPAYMENT OP PUBLIC DEBT 

1 ( Tub obligation to redeem public debt bas been recogmsed 
as a fundamental principle from the earliest period of the history 
of pubho debts) The United States has pre-emmently followed 
a policy of redee min g its pubho debt m periods of from five to 
forty years After the War of Independence, the Civil War, and 
the World War, it followed a pohcy of ledemption which had m 
view the extingmshmg of the debt withm about twenty-five 
years It has no perpetual debt ^Smce 1802 it has not toyed 
with the delusion of a sinking fund bmlt up by compound mterest, 
but has paid ofE debt by the only sound method — by taxation 
Great Britain also, but m a less degree, has adopted a pohcy of 
extmguishmg the pubhc debt since 1716, but the mirage of a 
sinking fund with compound mterest took a very firm grip of 
her at various periods of the history of her debt At the begm- 
ning of the twentieth century she gave up the pohcy of floatmg 
new debts on the perpetual debt method Pubhc debts are now 
either contracted as amortisable debts or converted mto this 
form of debt as rapidly as possible Debt is extinguished 
exclusively from taxes The consohdation and redemption of 
the floatmg debt m Great Britain have been achieved with skill 
smee the World War, although the floatmg debt is still fairly 
high France, on the contrary, has never amortised her debt 
(except under exceptional circumstances), although m recent 
years there are signs m this direction The methods followed 
are sometimes open to criticism, as borrowmg to pay off loans, 
IS never m reahty sound finance The Government borrow 
ordmanly m perpetual rent^ TEe smkmg fund which was 
established m 1816 never worked except for a few years, and 
it was not used to pay ofl: debt The smkmg fund organised on 
849 > 
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1st October 1926, tbe Autonomous Fund for Debt Redemption, 
was given a constitutional status and was made obligatory 
witb special revenues attached to it, such as receipts from the 
tobacco monopoly The excess of National Defence bonds issued 
over the amount redeemed are, along with taxes, the receipts 
of the fund The French sinking fund, unhke the sinking funds 
of Great Bntam, the Umted States, and Germany, is not cumu- 
lative The fund has been raided from time to time The 
French fioatmg debt has resulted in severe financial crises at all 
peiiods of the hisljory of the ‘public debt, and the work of con- 
solidating this debt m 1926 has been undone by the events m 
1932-33 and subsequent years 5 In India, where four-fifths of 
the debt is productive, amortissftion proceeds on the prmciple 
of repaymg both productive and unproductive debt annually 
In 1924 the method of redemption was co-ordmated and system- 
atised on the foUowmg basic prmciples “ It is reasonable ”, 
said the Fmance Munster in his Budget speech m 1924, ” to 
fix difierent periods for the redemption of different classes of 
debt For productive debt eighty years is not too long For 
unproductive debt generally a period of more than fifty years is 
not easily defensible For repaymg the debt due to our deficits 
01 for such an onerous obhgation as the budding of New Delhi, 
shorter periods, say twenty-five years for the fiist and fifteen 
years for the second, ought to be taken, smce m both 
eases the next generation of taxpayers is m danger of being 
called upon to provide sums which ought strictly to have 
been met out of annual revenue War d ebt, on the other 
hand, however desuable it may be to meet war expend itme,, 
to tne utrnos't extenf~possiB]e~”'out of war revenue. is.. -the.. 
inevita tffe’butcome of war craiditions and part of the cost of war, 
■Snd~irmy legitiDi3tely-be-pass ed'o'irthe 'generatiohs~wEicK15ene£t ~ 
by the a uffer ingsl^ rpfiva tions of then predeceiiorsT Per cbhlmi~ 
tEe" fact that borrowing may Be'neededTfor ennergencies such as 
nar makes it most undesirable for a Government such as the 
Government of India to borrow for non-productive purposes m 
tune of peace It should manage to provide m peace tune for 
the "gradual amortisation of all its debt Moreover, the existence 
of a regular provision out of revenue for reduction or avoidance 
of debt will not only reduce the net amount of our new borrowmgs 
for productive purposes but will materially reduce then cost ” 
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Tke amount whicli is set aside annually does not accumulate at 
compound mterest but is expended m tbe year in which it is 
provided, either on the actual repayment of existmg debt or for 
new capital purposes m order to reduce the amount of new 
borrowmgs By usmg the sums set aside for redemption in this 
way, the amount required m mterest m the future is reduced 
In 1817 the British National Debt amounted to £848 millions 
During a century of veiy unexampled mcrease m productivity 
the debt was, owmg to a weak pohcy of repayment, reduced at 
a far slower rate than it ought to have been By the end of the 
century (1899) it was reduced to £635 milhons , at the out- 
break of the World War it stood at £706 milhons The period 
of the World War added £6775 milhons to the National Debt, 
which stood on 31st March 1919 at £7481 millions About 
fifteen years after the conclusion of the Peace, owmg to the 
unusual financial disturbances of the post-War period when 
Europe was stiU an aimed camp, and to the very large increase 
m expenditure on the social services, it stood at £7860 millions, 
viz on the 31st March 1933 In the Umted States m 1801 the 
National Debt was $83 milhons, but at the end of the able admmis- 
tration of GaUatm in 1812 it was only $45,200,000 In 1816 it 
reached the record level of $127,334,000 The National Debt 
was entirely paid ofi by 1835, when the American Treasury began 
to amass a surplus which proved to be even more embarrassmg 
than the previous debt At the beginning of the Civil War the 
National Debt was $74,985,000, and at the end of that war m 1865 
it stood at $2758 millions, of which less than half was funded In 
the pre-War year (1913) the debt was only $1029 milhons, nearly 
three-fourths of which carried mteiest at the low rate of 2 per 
cent On 31st August 1919 the American debt reached a new 
high level — $26,597 milhons — but practically all this mdebtedness 
was held by Umted States citizens By 1930 the debt had fallen 
to $16,186 maUions, but owmg to the world depression agam 
rose at the end of June 1934 to $27,053 millions 

The advantages of debt reduction apart from the desue not 
to overburden posterity, the desue as it were of a careful parent 
to allo^is children to enter into then inheritance unencumbered, 
are (U^the mamtenance and stiengthenmg of the national credit, 
which wdl be of great assistance m future conversion operations , 
(2)Jpofrowmg with less difficulty when a national emergency 
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arises , (3) the avoidance of the increased burden of the debt 
service when the general level of prices falls , and (4) the setting 
free by redeeming debt of a larger volume of credit than other- 
wise would be possible for trade and other purposes A con- 
sistent pohcy of providing foi the reduction of debt mcreases 
confidence Confidence grows where a Government shows an 
abdity and keenness to honour the obligations which it mcurs 
Most national debts at the present tune are unproductive debts, 
and with the increase of the size of the debt confidence is apt to 
decrease at a far greater rate Hence the necessity arises for pro- 
viding for the service of the debt — not merely the annual payment 
of mterest but also the reduction of the debt which hes at the 
bottom of the whole theory of the smkmg fund “ Our un- 
ceasmg efforts”, said Eicardo m 1817, " should be directed 
towards paymg off that part of the debt which has been con- 
tracted durmg war , and no temptation of relief, no desire of 
escape from present, and I hope temporary distresses, should 
induce us to relax m our attention to that great object ” ^ 

The usual method of paymg off debt is by the. apphcation 
of a^surplus revenue This surplus may be obtamed by budgetmg 
for a surplus of mcome over expenditure, or it may be obtamed by 
arrangmg for a fixed amount of revenue m the Budget, ^ e 
taxation, to go to what is Imown as the Smlnng Fund When 
either this Budget surplus or S inkin g Fund is obtained, the stock 
of bonds may be purchased m the open market direot by the 
Treasury, oi through an official agency such as the National 
Debt Commissioners Alternatively, the amount provided for 
m the Budget may be put to a^umulative s mkmg f und to “ amk ” 
the debt There are two other naefhods' viz re^^’^^nn, by 
termmal annmties and redemption by conversions There are 
also methods pf a more unusual or even revolutionary nature, 
such as (1) repudiation, mcludmgpartial repudiation m the form of 
forced reduction of mterest , (2) special differential taxation such 
as the very heavy taxation of higher mcomes and the proceeds 
to be devoted to paymg off debt , and (3) a levy on capital 
^The financial resources for the redemption of debt come 
exclusively from taxes Thg^iepayment of debt, therefore, 
usually mvolves high taxation, which is frequently disliked by 

^ Principles oj Political Economy and Taxation, ch xvu (MoCuUooh edition), 
p 149 
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tEe majority of taxpayers TEe Earmful effects of taxation are 
generally exaggerated m regard to tEe repayment of debt and 
would apply generally only to a scEeme of redemption on a large 
scale, sucE as, for example, tEe redemption of tEe BritisE National 
Debt witEm a period of tEirty-five years by tEe estabhsEment 
of a cumulative sinlong fund of £100 millions or more per annum 
A plan of tEis nature is similar to a capital levy, notwitEstanding 
tEat it approacEes tEe problem by means of a smkmg fund In 
sucE a case it would lead to an excessive stram on tEe taxpayer and 
would result, m all probabiEty, m deflation TEe psycEological 
effects of fixing a date for tEe total redemption of tEe Pubkc 
Debt wEicE people up to fifty yeais of age may reasonably expect 
to see would be outweighed by the heavy taxation required There 
IS no formula which can determine the rate at which the repay- 
ment should proceed m any country It is a choice between 
bearmg a heavy interest charge year after year or makmg a 
greater present effort by higher taxation to secure the freedom 
from a contmuing burden TEe problem really resolves itself 
into a balancmg between the bare effects of necessary taxation 
on the one hand agamst the benefits of a lower debt This m turn 
depends on an exammation of the taxation system and the 
comparative importance to be attached to each of these two 
factors, tempered by a consideration of the eqmty of distributmg 
the buiden of repayment among mdividuals of the present and 
future generations / It is sometimes suggested by industrialists , 
that debt repayment should only take place after the prior claims ‘ 
of national production and trade are satisfied But sums 
raised m taxation are not wholly diverted from productive 
purposes, nor is there, as is sometimes believed, a clear-out fund 
of national savmgs available for trade purposes or for taxation 
The revenue of the State is far from bemg a total loss to the 
mdustry, and sums applied to debt repayment do, m fact, become 
available for mdustry Accordmgly, the dislocatory effects of 
taxation- are exaggerated It is quite possibieTor'ar considerabfe 
vomme of savmgs to be transferred by the State from taxpayers 
to debt-holders without dislocatmg mdustry m any way/ It is 
erroneous to think that the repayment of pubhc debt tends to 
impoverish a nation or to retard its mdustiial development 
^Grovernment m repaymg the debt is freed from piovidmg an 
annual sum m the form of interest, and, from the point of view of 
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the amount of capital in the country, the nation is m no way 
pooiei ! By repaymg the debt there is a transfer of funds fiom 
one set of citizens (taxpayers) to another (holders of debt) 
(There is no destruction of capital , and there is at the most 
merely a readjustment of ownership m existing capital It is 
a fallacy to argue that the repayment of capital obligations 
destroys capital // The bond-holders who are repaid may be 
deprived of then- annual income m the form of mterest, but they 
usually apply them funds to some productive purpose and, there- 
fore, the proceeds of pubhc taxes tend to be diverted mto mdustry 
/*raxation for debt repayment is on the whole favourable to 
savmgs,^/ although there is an element of disadvantage that the 
taxpayer’s expenditure cannot be mdefimtely restricted as this 
will mterfere with enterprise '/ Additional taxation should be at 
least imposed to laise sinkmg funds to a reasonable and adequate 
level so that the programme of debt redemption does not entad 
a heavy new bmden on the community The mamtenance of 
a regulai sinking fund automatically makes available for other 
piuposes a considerable revenue m emergencies such as war, when 
the smkmg fund may be tempoiardy suspended Moreover, a 
relative reduction m the mteiest charges in the total Budget, 
provided this has not already been made the occasion for commit- 
ments in other dmections, will leave a correspondmg margm for 
expansion There will be room for emergency taxation as well 
as foi emergency boiiowmg The advantages, m short, to a 
country which systematically repays debt can scarcely be ex- 
aggerated 

Sinking Funds 

2 //One method of leducmg debt, usually deadweight debt, is, 
as we have seen, by a sinlnng fund The normal sinkmg fund is a 
fund set aside annually m respect of a given loan or loans so that 
the accumulated total, mcludmg compound mterest, wdl be 
sufficient to redeem the loan or loans at the tune of maturity It 
IS formed, m short, by settmg aside a certam amount of national 
revenue for the reduction of the principal of the debt^ A smkmg 
fund has, as history shows, been a snare when it is not carefully 
managed / /it must b juthe4iGenunife.re3ultjola-Simnluamfrevenue. 
of the proceeds of taxation, and not of money which has been m_ 
effect borrowed jj One-half of the actual receipts of the ainVing 
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fund before 1828 was raised by loans WMe the fund was 
accumulating further debt was mcuired, so that the reduction of 
debt was far from bemg real Moreover, money was borrowed at 
over 5 per cent durmg the Napoleomc wais, while the previous 
loans, to the extinction of which a sinking fund was devoted, were 
carrying only per cent Debt was incurred at a high rate of 
mterest to pay for debt at a lower rate of mteiest, the smlang fund 
bemg considered “ as a means by which a vast treasure was to be 
accumulated out of nothmg ” ! This policy was abandoned by 
the United States m 1817 and by Great Britam m 1829 Was it 
not without reason that McCulloch called it “ this worthless com- 
pound of delusion and absurdity ” ^ He added, “ We doubt if 
the history of the world can furnish another mstance of so extra- 
ordmary an infatuation ” Wheie it is allowed to accumulate at 
compound mterest, as m Pitt’s experunent of 1786 (which is 
based on Dr Richaid Price’s scheme ^), there is gieat danger of 
its bemg diverted from its pmpose, and the debt increased mstead 
of di mini shed The history of British Sinkmg Funds desciibed 
m the followmg chapter makes this clear Professor Robert 
Hamilton ^ m 1813 enunciated the prmciple that the excess of 
revenue over expenditure is the only real sinlnng fund by which 
pubho debt can be discharged Hamilton’s ideas, greatly assisted 
by Loid Grenville’s Essays m 1827, triumphed and were accepted 
by a Select Committee of the House of Commons in 1828, so that 
m the followmg year all the previous legislation was repealed 
The Select Committee suggested that a surplus of £3 millions m 
the Budget should be provided annually, but if the annual budgets 
are exammed from 1829 to 1869 and the three war years 1854-56 
to 1866-57 be excluded, it will be found that the average annual 
amount of actual surplus revenue appropriated to the smlnng 
fund durmg the remaining period of thirty-seven years was only 
about £1,300,000 ^ This smking fund, known as the Old Sinkmg 
Fund, exposed the fallacy underl3Tng the fund of 1786, which 
assumes that public debt adds to the net mcom^ of a country, 

^ An Appeal to the Public on the Subject of National Debt, London, 1771 , 
new edition, 1774 

^ Enquiry concerning the Rise and Progress, the Redemption and Present 
State and the Management of the National Debt of Great Britain (Edinburgh, 
1813) 

® Vide Appendix 13, Accounts jAlMing to the Public Income and Expenditure 
of (heat Britain and Ii eland, vol u No 306 — — 1809, pp 721 9 
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being, it was tkouglit, pioductive pioperty — an assumption wbicb 
would have been true had the money been invested abroad and the 
mteiest received regularly and paid mto the sinking fund Di 
Eichard Price failed to see that the pimcipal as well as the 
accumulated mterest and compound mteiest must be derived 
from taxation, and that m consequence the supposed gam to the 
taxpayer is purely illusory The sum to be m vested annually to 
reduce debt must be from taxation or savmgs, and the accumula- 
tion of the mterest upon all such sums must be used for the same 
purpose Smce imder the Old Sinkmg Fund no real effort was 
made to provide the sum required annually — ^£3 miUions— a New 
Sinlong Fund was formed m 1876 for the acceleration of repay- 
ment by a permanent annual debt charge which covered not mei ely 
the entire service of the debt (the payment of mterest, terminal 
annuities, management, and specific sinkmg funds) but left a 
margm which would redeem the debt This margm was the New 
Smlong Fund As the mterest charge fell owmg to the reduction 
m the debt the margm set aside for the redemption of the debt 
would automatically mcrease As is shown m the subsequent 
chapter, the New Sinkmg Fund fell from £27 millions m 1875 to 
£24^ miUions m the pre-War year (1913-14) In that year the 
New Sinkmg Fund amounted to £5,228,000, or about 0 8 per cent 
of the total debt The prmcipal of termmal annmties amounted 
to £2,377,800, so that the total issued for debt redemption out of 
the fixed debt charge was £7,605,880, or 1 16 pei cent of the total 
debt From the outbreak of the War to the end of 1919-20 the 
New Sinkmg Fund was suspended, as is not unexpected m time 
of war In view of the large debt created, the debt could not be 
brought withm the fixed-debt charge of the Sinkmg Fund, and 
there was a change m procedure owmg to war exigencies Ceitam 
specific sinkmg funds were attached, as expiamed m the foUowmg 
chapter, to loans issued durmg the War, such as the 3J pei cent 
Conversion Loan, the 4 per cent Victory Bonds, and the 4 per cent 
Fundmg Loan 1960-90, m order to make these more attractive to 
the mvestor In the Fmance Act of 1923 the fixed-debt charge 
arrangement of 1875 was repealed, and a defimte annual provsion 
for sinkmg funds was set up unless and until Parhament otherwise 
determmed A sum of £40 miUions for the yeai 1923-24, £46 
millions for the year 1924-25, and £50 millions for the year 1926- 
1926 and subsequent years, was allotted for the non-cumulative 



OH XXXV THE REPAYMENT OE PUBLIC DEBT 857 

sinlcing fund The annual amounts fixed by this Act for National 
Debt Services and charged on the Gonsohdated Fund mcluded the 
sums which must be issued under the specific sinking funds 
referred to and also the capital of any terminable anniuty fallmg 
due The greater part of the New Sinkmg Fund was required to 
meet these obligations, and the free balance issued to the National 
Debt Commissioners to redeem debt, for example in 1926-26, was 
only £9,991,000 With much truth the Committee on National 
Debt and Taxation emphasised the prmciple that smkmg funds 
should be strong They recommended that the Sinking Fund 
should be mcreased to £75 millions a year and hoped that, through 
reductions m the mterest charges fiom conversions and redemp- 
tions, expandmg revenue, and perhaps from payments to Great 
Britam by Alhes, this proposal should be quite practicable within 
a short tune They also held that immediately after the War 
period specific smkmg funds for certam loans were a distmct 
advantage m secuimg the success of the loans “ From the pomt , 
of view ”, the Committee added, “ of the use of the Sinking Fund ^ 
m raising Government credit and facilitatmg operations under 
more settled conditions, we are, however, mclmed to think that 
defimte attachment to particular loans tends to be disadvantageous 
The present specific sinlcmg funds are, m the mam, attached to the 
longer term loans, and m one case, to funded debt , that means 
that, upon the maturity of short issues, reborrowing (or conversion) 
has to be pro tanto greater than if the whole Sinking Fund had 
been free and available for such payments The repayment of 
one type of stock side by side with reborrowmg m another type is 
probably on the whole more disturbmg to values than a simple 
reborrowmg of a smaller sum Nor can it be foreseen with any 
certamty that the stock to which a s inkin g fund is attached will 
prove to be that which over a long period it is most desirable to 
support Leavmg out of account the possibdity that hypotheca- 
tion may be a means of ensurmg the contmuance of the smkmg 
fund provision, the ends m view can be equally secured by a 
judicious use of a^e s inkin g fund , on the whole we do not there- 
fore favour any extension of the earmarking of the sinking fund 
to particular securities In the Budget of 1928-29 a fixed sum 

of £356 millions was to be apphed annually to the consohdated 
service, that total mcludmg the Smkmg Fund The change efiected 
1 Cmd 2800, 1927, para 217 
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in 1928-29 would Lave made the restoration of the Sinlnng Fund 
similai to that of 1875 With a fixed amount apphed to the 
National Debt the amount avadahle each year for actual National 
Debt redemption should have mcreased m cumulative fashion 
owmg to debt redemption m the previous year Indeed it was 
proposed m restormg a fixed-debt charge which had been in 
abeyance smee the World War to provide for the complete extme- 
tion of the British National Debt, m the absence of any further i 
addition, withm fifty years’ tune History, however, proves that j 
these allocations are not always mviolate, smee, as the Co mm ittee | 
on National Debt and Taxation has pomted out, “ there was no ^ 
possible device which could absolutely ensure the contmuance of 
debt redemption, if the Goveinment of the day decided on a 
contrary pohey ” The total debt charges varied m subsequent 
years, especially owmg to the onslaught of the economic blizzard 
m 1931 The total amount spent on National Debt Service m 
1930-31 was £360 milhons, of which £66,830,431 was for the 
National Smking Fund In 1932-33 this had fallen to £308| 
millions and the contribution to the National Sinking Fund was 
only £26,330,450 Another drawback to the fixed-debt figure is 
that there is always the possibihty of the Smkmg Fimd bemg 
materially weakened if money rates are particularly high durmg 
the yeai When the State has a considerable fl.oatmg debt, the 
amount required for mterest may vary considerably with a rise or 
fall in mterest rates A difference of one per cent either way m 
the value of money affects the mterest charge on Treasury bills 
alone to the extent of several nulhons sterlmg 
'/ The Smlcmg Fund method of retiring public debt mcludes 
various methods, such as the cumidative principle, the attaeh- 
ment of special revenues, the pa 3 mient of a defimte sum yearly, 
and the payment o^n_ annual Budget surplus, and sometimes 
more than one method is combmed m a smgle budgetary system 
The casual surplus of a Budget m these days of close estimates is 
not veiy effective It is, therefore, essential to provide m the 
Budget by a regular appropriation a sum from revenue This 
sum may be fixed m amount or it may be a certam percentage of 
the outstandmg debt, or it may be progressive, and it should be 
capable of suspension m emergencies The method of progressive 
amortisation allows for growth m population and wealth Each 
payment is made up of the origmal ffxed payment, and the total 
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annual interest is thereby reduced or released The progressive 
Smlang Fund is perhaps the best method of amortisation, yet dis- 
covered The Sinking Fund has been attacked on the ground 
that it IS seldom properly managed It requues expert financial 
management by an admmistrative department , the funds must 
be mvested m bonds that can be easily liqmdated , and the fund 
must never be raided or misappropriated In view of these 
dilEculties some have held that the safest method is the simple 
retuement on a regular system of the bonds or script Smce 1930 
about half of the states m the Umted States have made the 
amortisation of debt compulsory m this way For National 
Governments the defimtely levealed and fixed Smlang Fund is 
still with reason popular The difiiculties of the management can 
be to some extent got over by the appomtment of an official body 
as m Great Britam, the National Debt Commissioners, who are in 
close touch with all matters relatmg to the 'efficient redemption of 
National Debt, and who may purchase stock on the market when- 
ever conditions are favoiuable One per cent of a Smkmg Fund 
on the entire debt of a country has usually a very bracmg efiect 
on Government credit, and it shows the good pomt of the Smlang 
Fund, especially m public loans of a limited currency such as the 
great majority of funded debts now are ^ 

Conversion of Public Debt 

3 l^ln Older to lighten the burden of a public debt resort is 
frequently had to the conversion of existmg debts mto debts 
carrymg a lower rate of mterest This process, known as con- 
version, IS possible when the existmg rate of mterest is lowei 
than the rate that prevailed when the debt was floated It 
IS clear that the consent of lenders is necessary, and the State 
as a rule makes it possible for the creditois to make a choice 
between the redemption of the debt and acceptance of the new 
loans at a lower mterest late Conversions must be sufficiently 
advantageous to be converted or the holders of the loan will ask 
for redemption Governments reserve the right to redeem the 
loan with due notice or they give a date after which the loan 
may be repaid, which is known as the period of mconveitibility 
The loan cannot be redeemed before this fixed date unless there is 
a provision to this effect at the time of the flotation of the loan 
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The Treasury usually gives only a limited period for the holders to 
make up their mmds jj In the French conversion loan of September 
1932, which dealt with securities issued between 1915 and 1927 
amountmg to about 86,000 mdlions of francs (equivalent to £966 
millions), the French bond-holdei was given only six days, a much 
less generous mterval than the three months allowed by the 
British Government m their large conversion scheme of the same 
year Holders who did not notify their desire for redemption were 
deemed to have accepted the conversion offer To make a con- 
version certam the scheme should be simple and timely Any- 
thmg likely to be misunderstood by the pubhc will weaken the 
chances of a successful conversion) The psychological moment 
for makmg a conversion must be carefully considered The 
British Treasury, for example, is in close touch with the Governor 
of the Bank of England and with the City, and similarly m the 
case of Treasuries or Mmistiies of Fmance m other countries 
The State must not offer such advantages to the holder as would 
cancel the benefit of the conversion for the State These simple 
prmciples have been followed m Great Britam, the Umted 
States, France, Italy, Switzerland, the Dommions, India, and 
other weU-financed countries In the following chapter the 
history of conversions m the case of the British National Debt 
shoivB how these prmciples have been followed m practice 
“The capital of the debt should never be moi eased unless for 
exceptional reasons Government loans should not be issued at 
a heavy discount but at par or at a figure not very appieoiably 
below par i These maxims have not always been followed i/ Thus 
between 1776 and 1785, troublous times for British finance, for 
£92 millions borrowed no less than £116 millions were to be 
repaid In 1815 at the end of the Napoleomc wars a large loan 
was raised at as much as £174 m 3 per cent stock for £100, and 
for the total National Debt on 5th January 1817, amountmg to 
£796,200,191, only £663,600,638 were received ^ Many of France’s 
loans m the nmeteenth century were issued from 52^ to 84 per 
cent, one loan m 1848 bemg as low as 46 per cent The rate 
of mterest was usually 6 per cent Similar extravagance was 
not altogether unknown m the critical days of the Great War 
If there is a guarantee agamst a further conversion for a period 

1 Accounts Melatmg to the Public Income and Expenditure of Great Britain 
and Ireland, vol u 306—1—1869, p 664 
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tills will ensure, cetens paribm, a successful conversion, as in the 
case of the 6 per cent War Loan which was converted successfully 
in 1932,1 when the Government decided, as announced in the 
House of Commons on 30th June 1932, not to redeem the new 
Conversion Loan before 1st December 1952, z e five years later 
than the latest date for repayment of the loan under the ongmal 
War Loan scheme After that date the Government reserved 
to themselves the right to repay the loan, at any time, either 
m a smgle operation or by mstalments The Loan was made 
all the more attractive by the fact that the esastmg arrange- 
ment under which the mterest was paid without deduction of 
mcome-tax at the source — a special privilege which has proved 
itself a great convemence to an enormous number of small 
holders — was contmued unchanged By the terms of the 5 per 
cent War Loan prospectus three months’ notice for redemption 
had to be given, and in order that the Government should know 
m so large an operation where they stood and m order that they 
might have ample time to take such rema inin g measmes as were 
necessary, they offered a cash bonus at the rate of £l for every 
£100 of stock to all those holders who, not later than one month 
after the conversion was announced, assented to contmue m the 
Loan This cash bonus m the case of the ordmary mvestor was 
not hable to mcome-tax and was paid to each holder within 
fourteen days from the date of the receipt of his effective assent 
Those who did not assent were to receive payment m cash 
approximately two months after the expiry of the three mouths’ 
notice to redeem There were nearly three milhon people who 
held War Loan, and arrangements were made to inform each 
holder, great and small, of the details and policy of the conversion 
by sendmg a prospectus, documents, and a letter signed by the 
Chancellor of the Exchequer Fifteen mdhon forms were de- 
spatched to the holders of the Loan withm twenty-foni hours , 
the publicity was arranged very deftly, and a small commission 
was paid to bankers, etc , whose clients play so important a 
part m all conversions As is shown m the followmg chapter, 
92 per cent of these holders assented to the conversion of the 
War Loan, which meant that only £166 millions out of £2087 
milliona or 7 9 per cent dissented This small balance was paid 

^ Beginning with the dividend payable on let June 1933, the rate o£ mterest 
was reduced from S to per cent per ammm 
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on the 1st of December without any dif&oulty Those who gave 
notice of redemption were usually banks and other professional 
dealers m credit, the nature of whose busmess prevents them from 
holdmg more than a certam proportion of their assets m long- 
term stocks like War Loans The boldness of the conception 
of the Loan and the attention to detail were the main causes of 
its success 


Ebpudiation 

4 By refusmg to admit the validity of its obhgations a 
i Government may be said to repudiate its debt‘^Repudiation may 
be complete or partial The best example of the former is the 
case of Soviet Russia m 1918, and several States of the American 
Commonwealth such as Mississippi and Florida m the mneteenth 
century, which have already been referred to m Chapter XXXII ^ 
Partial repudiation is seen when the burden of the debt is hghtened 
mdirectly or m concealed form by depreciation of the currency 
(as m Germany m 1923 where excessive inflation took place), 
te hy the use of the prmtmg press, which hghtens the burden of 
the debt from the State’s point of view Partial repudiation 

^ 1 Tie Council of Foreign Bondholders prepared a statement showing the 

amount of debts in default These are as follows 


State 

Description of Debt 

Approxm\at& 
Amount in 
default 
(in dollars) 

Alabama 

Guarantees to railways, eto 

13,000,000 

Arkansas 

Principally railway guarantees 

8,700,000 

Flonda 

Bonds issued to estabhsh banks and 
for railway guarantees 

8,000,000 

Georgia 

Principally railway guarantees 

13,600,000 

Lomsiana 

Baby Bonds, railway guarantees, and 

6,000,000 


Certifloates of Claim issued under 
Settlement of 1874 

Mississippi 

“ Planters ’’ Bank Bonds 
(1831-33) 2,000,000 

Union Bank Bonds (1838) 6,000,000 




7,000,000 

North Carolina 

Special tax bonds and railway 
guarantees 

13,000,000 

South Carolina 

No details available 

6,000,000 

76,200,000 


The table does notinclude Confederate bonds or Civil War debts In view of the 
11th Amendment to the Constitution no individual can bring a suit agamst the 
State in the United States Courts of Justice 
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was also seen m the case of the United States in 1933, when the 
gold clause was abrogated m all public and private contracts 
and payment m paper currency was substituted for payment m 
gold Sometimes ^ special tax is imposed on the mterest dm- ' 
donds, as m Austria m 1868 and m Rus s ia m 1886, and this is a 
form of partial repudiation Cojnpulsory mterest reductions 
have been made m recent years m Germany and m 1935 m 
France, where a 10 per cent cut m general expenditure was 
extended to the mterest on rentes In a pohcy of budgetary 
deflation, such as the French Government decided on in July of 
that year, this step was taken m order that the rentier should not 
escape scot-free for a considerable length of time It was thus 
mtroduced to overcome the objection to budgetary deflation, 
VIZ that its mcidence is mequitable smce the rentier escapes 
unless the mterest is decreased A simultaneous and propor- 
tionate out on all Government expenditure, mcludmg mterest 
on the National Debt, is fortunately rare m this age of capitahsm, 
where the sanctity of contracts is a cardmal prmoiple of con- 
stitutionalism, and it may be better to get at the real cause of 
a country’s difiBiculties when her currency is much overvalued 
and to devaluate, as the rentier may lose more by deflation 
than by devaluation in regard to his real moome Repudiation 
should be distmgmshed from default, which unplies simply an 
inability to cany out the terms of the contract without denymg 
the liability "When default results m repudiation, the distmction 
between the two vamshes Repudiation itself does not always 
mean mability to pay, and must not therefore be regarded as 
the bankruptcy of the State It is usually due to considerations 
of a pohtical or social nature and sometimes to overborrowmg 
for unworthy purposes Reduction m the rate of mterest | 
unilaterally, the postponement of the date ol the payment of 
the pimcipal, and the reduction of the principal of the debt are 
the usual forms of repudiation The effects of full and even 
partial repudiation of an mteinal debt are frequently very severe, 
especially when the class of small mvestors put, as in France, 
then savmgs mto Government Loans To them it means the 
deprivation of their eainmgs and hfe savmgs to such an extent 
that they may find it necessary to fall back on the State’s support 
Repudiation may result m driving capital out of the coimtry, 
to the mjury of the country both from economic and social 



864 


THE SCIENCE OE PUBLIC FINANCE 


points of view It affects practically all creditors, smce creditors 
are debtors wbo find it bard to pay if they themselves are not 
paid Eepudiation, m other words, tends to set up dislocation 
withm the State and to produce a strmg of bankruptcies If 
the loan is an external one it affects, other thmgs bemg equal, 
foreign eountiies at the expense of debtoi countiies 
j Eepudiation is an act of sovereignty, and the State possessmg 
that sovereignty may allege that it does not have the resources 
I necessary to carry out the award of the arbitrator A method 
[of solvmg the State’s repudiation is that of arbitration, and it 
jis customary for foreign creditors to form protective associa- 
I tions Sometimes it is possible to secure the services of a friendly 
power The Government which mtervenes may threaten to 
prohibit the listmg of the securities of the defaultmg State on 
its stock exchanges or to refuse to permit the raismg of money m 
its money markets until an agreement has been an ived at Some- 

tunes the foreign creditors may get their Government — also a 
sovereign State— to contest the act of repudiation The right of 
repudiation is obviously more hmited m the case of foreign debts 
than m the case of domestic debts 

The Capital Levy 

6 The growth m public debts and the resiiltmg large demands 
m the form of mterest charges made the question of the repay- 
ment of pubhc debts after the War an urgent one One method 
Suggested to aehieve this end wasjp ygpe out a large part of the 
pubhc debt by a levy on eapital itself for the specific purpose of 
p inking the debt The problem is to examme whether the 
imjurious economic results of recurrmg annual taxation are less 
I than the effects of a capital levy Th^feasibdity of a capital 
levy wiU not be demed even by its strongest opponents, provided 
it IS received with a fan amount of approval General assent is 
requued If there was opposition from the banks, if another 
capital levy was feared, if the general level of prices was falling 
and commerce and mdustry depressed and nervous, it would not 
be likely to succeed The Professor of Pohtical Economy at 
Cambridge and others put foiwaid the case why a capital levy 
should be undertaken m Great Britam m preference to pa 3 ang 
off debt over an extended period Pigou, however, later came to 
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tte conclusion that if it had been introduced immediately after 
the War it might well have proved beneficial, but if mtroduced 
now it would probably he harmful The British Labour Party m 
November 1923 issued their programme, m which it was stated 
that “ Labour condemns the failure of Goveimnent to take steps 
to reduce the dead-weight War debt No effective reform of 
the national finances can be attempted until the steady dram 
of a milhon pounds a day m mterest is stopped Treasury 
experts, m evidence before a Select Committee of the House of 
Commons,^ expressed them view that a tax on War fortunes could 
be levied, and have, therefore, admitted both the prmciple and 
its practicability ” The Board of Inland Revenue is of opmion 
that a capital levy would be a task of the first magmtude even m 
the most favourable circumstances, but it does not regard the 
difficulties as msuperable The task would be similar to that 
regularly undertaken for purposes of Estate Duty and would be 
less difficult than a levy on War wealth ^ The Board, however, 
pomts out very forcibly that the administration of the tax depended 
on the absence of systematic and widespread obstruction and of 
all anxiety regardmg the consequences of the levy The latter 
would afieot capital values so as to make the tax uncertam m its 
result The Chancellor of the British Exchequer appomted m 
1924 a Committee to cxamme the subject, which really resolves 
itself into two mam questions (1) avfiiiestion of prmciple, and" 
(2) a question of techmque The Committee, of which Lord ^ 
Colwyn was appomted Chairman — Lord Colwyn was Chairman 
of the Royal Commission on Income Tax, 1920 — was asked “ to 
consider and report on the National Debt and the mcidenee of 
existmg taxation, with special reference to then effects on trade, 
mdustry, employment, and national credit ” The opimon of 
witnesses before the Committee was that the levy must be,cqp- 
fined to individuals and there must be an exemption Imut With 
the lowering of the exemption hmit the difficulties become aU the 
greater If large sums are required steep graduation will be 

I Cf Report Jrom tlie Select Committee on Increase of War Wealth, together 
with the Proceedings of the Committee, Minutes of Evidence and Appendices (102 
of 1920) 

“ Appendices to the Report of the Committee on National Debt and Taxa 
tion (London, H M Stationery Office, 1927) Note by the Board of Inland 
Revenue on the practieabihty of a capital levy (Appendix XXII ) and on the 
yield of certain ecalea of capital levy and the consequent effect and yield of 
moome tax, super tax, and Death Duties (Appendix XXIU ). 
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imperative The Committee concluded that “ even if there were 
a prospect of a Capital Levy bemg well received, the relief from 
debt which it offers would be insufficient to justify an experiment 
so large, difficult, and full of hazard , this would hold good m any 
circumstances not differmg widely from those of the present time 
Further, unless a levy were accepted with more goodwill than it 
would be possible to anticipate under present conditions, it would 
be highly mjurious to the social and industrial life of the 
commumty ” ^ 

The case for and agamst a capital levy has been ably set out 
by many writers ® The proposal of the British Trade Umon 
Congress and the Co-operative Congress was to have a special 
levy on accumulated wealth, the yield of which should be at least 
£3000 The British Labour Paity was generally m favour of 
exemptmg fortunes up to £6000 Beyond this exemption pro- 
gressive taxation would take place Capital rather than income 
would be taxed, and the payment was to be made qmokly, but 
exemptions were to be granted m a small number of cases The 
rate of taxation is seen m the tables on opposite page 

On the analogy of estate duties a law would be passed by 
which, as one writer phrases it, “ every man and woman of a 
suitable degree of wealth would be deemed to die and to come to 

^ Report of the Committee on National Debt and Taxation, Cmd 2800, 1927, 
para 876 

^ The case for a War debt redemption, levy is set out in the foUowmg 
boohs Labour and the War Debt, a Statement of Policy for the Redemption of 
War Debt by a Levy on Accumulated Wealth (London, 33 Eooloston Sq^uare, S W 1, 
Labour Party) , Pigou, A Capital Levy and a Levy on War Wealth (Oxford 
Umversity Press, 1920), of A Study in Public Finance, Part III ch vi (Mao 
nnllan, 1928) , Dalton, The Capital Levy explained (The Labour Publishing Co , 
London, 1923) , Pethiok Lawrence, A Levy on Capital (London, Allen & Unwin) 
The case agamst a War debt redemption levy is set out in the following books 
Pennefather, The Capital Levy exposed (London, Hutchinson & Co ) , Haiold 
Cox, The Capital Levy, Us real purpose (The National Unionist Association, 
Westmmster), of Report and Evidence of the Select Committee on Increase of the 
War Wealth (102 of 1920) , Economic Journal, March 1919 , September 1920, 
Professor Corrado Gini on the Italian Law The following should be consulted 
Report of the Committee on National Debt and Taxation (Cmd 2800, 1927), 
Chlepner, Le PrelivemerU sur le capital dans la thione et la pratique (Brussels, 
1926) , Baiter, LePrelivement extraordinairesur le capital en France etitVeti anger 
(Pans, 1927) 

Bicardo was m favour of a capital levy He proposed to levy a high 
property tax to pav off the National Debt “I should”, he stated m the 
House of Commons, 21st February 1823, “contribute any portion of my 
own property for the attainment of this great end if others would do the same ” 
Of Preface to Letters of Ricardo to Maltkus, ed L Bonar (Oxford, Clarendon. 
Press, 1887) 
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life again next morning as the fortunate Eeir to Ins or ier own 
property on payment of an appropriate ransom ” It was to be 
levied on mdividuals but not on corporations Belief will be 
afiorded, it is argued, to trade and mdustry consequent upon the 
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remission of taxation made possible by tbe extmction of debt 
and tbe cessation of debt mterest This reduction of taxation m 
future would reduce the bad effects of taxation on production, 
and would make it possible for money to be devoted to social t 
services, such as education, to an increased extent A State ) 
levies death duties and gives protection to the accumulation of / 
wealth For the same reason it has the right to take a part of) 
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the capital It is also argued that it is most unfair that m ill ions 
of men who fought m the War, ;^erhaps the most enterprismg 
part of the community, must labour to provide mterest on money 
which others (who stayed at home and m many cases did well out 
of the War) were able to lend m large amounts while they were 
fightmg “ If it was right that young me n should , give theu hv es. 
it was right t h at rich men sh ould g ive their weal th ULtaxation. 

I i nstead of being mvited to make.^a^profitable-jnvestffient.” ^ 
Agam, a larger proportion of the cost of the War should have 
been taken by taxation Therefore, it is argued, take it now m 
its capitabsed form Another argument put forward is that if, 
. as is not unlik el y, a gen e ral fall m prices tak es place, the burden 
( of debt wd l mciease, and tlie hplders.QLGoxerfflUsn.t securities-will 
gam still more at the expense of the t axpaymg commimi ty, _There- 
|dfedF is heliT a levyus expedient The effect on the money market 
of a capital levy is said to be exaggerated by bankers and similar 
opponents of the measure, smce the payment is spread over a 
period and the Treasury pays the money out as fast as it gets it 
m This last argument especially ivdl require careful examination 

With a capital levy as a means of effectmg the better dis- 
tribution of wealth we are not concerned The proposal must 
be exammed from the financial standpomt Is it an e£§ .ci&at 
means, as co m pared with annual taxation, to reduce pu blic debt i 
~The proposal is not a new one, for m 1716 Hutcheson proposed 
m the House of Commons that 10 per cent on all property, mclud- 
ing the debt itself, should be levied m order to repay debt 2' 
Hume® and McCuUoch,^m commentmg on this, held that the poor 
would not pay, that it would be unfau, and that evasion would 
be easy Hicardo defended the levy m his essay on the Funding ^ 
System and m his parhamentary speeches Mill m his Principles 
of Political Economy rejected the plan m 1848 The proposal to 
repay debt by a capital levy seems to occur after every great waw 
or calamity It wdl, therefore, bo necessary to examine (1) the 
operation of capital levies m other countries, and (2) to review the 

1 Labour and the War Debt, p 5 (The Labour Party, 33 Booleston Square, 
London, S W 1) 

^ A Speech made in the House of Commons, 2ith Apiil 1716, by A H (1716 , 
2nd edition, 1722) , of Collection of Treatises relating to the National Debts and 
Funds (London, 1721) 

’ Essay on Public Credit Political Discourses (Edinburgh, 1762) 

* Taxation and the Funding System, p 404 (London, 1846) 



THE EEPAYMENT OE PUBLIC DEBT 


869 


evidence regarding tkia difficult question, with special reference 
tc^ieat Britain 

levy for economic ills has been tried m several countries, 
notably in Poland, m Czechoalovalaa, Italy, Germany, Austria, 
Hungary, and Greece It was also proposed towards the end of 
1923 in Switzerland With the exception of Switzerland, the 
levy was tried as a desperate remedy 

In Poland, by a law of 16th December 1921 and by a new 
scheme mtrodnced m August 1923, a capital levy has been twice 
imposed Wealth m Poland, as is well known, is more unequally 
distributed than m perhaps any other country of the world 
There are family estates, it is said, equal to English counties, 
whose owners buy racehorses m England m spite of the adverse 
exchange, and, as has more than once been pomted out, the 
aimual mcome of this class is probably equal to the total wealth 
of thousands of their poor compatriots The result of the Polish 
levy is that it produced far less per head of population than 
the British mcome-tax and super-tax, £1 8s for the Polish 
capital levy agamst £8 10s , the revenue from property mcomes 
and super-tax m Great Britam The levy m 1922 brought (m 
Polish currency) seventy milliard marks The gam to the State 
was wiped out by the subsequent depreciation of the currency 
An able Emance Minister was the means of mtroducmg the levy 
mto Czechoslovakia m 1919 The tax was m effect a tax on 
property, payable chiefly from income, and may be taken to be 
a land of super-tax rather than a levy on capital The President 
of Czechoslovakia remarked that “ I am not satisfied with the 
result The money seemed to disappear ” The levy on capital 
by the law of 22nd April 1920 was on all fortunes in excess of 

60.000 crowns and was on a ahdmg scale vaiymg from per cent 
to a maximum of 60 per cent on fortunes above 100 million 
Clowns Payment was to be made m ten years or twenty years 
and extensions were granted m ccrtam cases The assessment 
was on the value of the property on 1st January 1920 and the 
yield of the tax was estimated at between 10,000 milhon to 

12.000 million crowns, but the actual yield was 6000 milhon 
crowns, or approximately only 600 million gold francs (£24 
millions) This capital levy was closely connected with the 
punitive laws of 1918 and 1919 for the confiscation of lands and 
was aimed especially at Austrian landlords m the new Czecho- 
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Slovakia state In Italy the capital levy of 1920, which was 
modified in 1922, was a tax on property distributed over twenty 
years, and thus lost all the characteristics of a true capital levy, 
becoming merely a supplementary mcome-tax It has given rise 
to consideiahle difficulties m regard to the valuation of property ' 
The valuation was fixed m 1919-20 at a time when values were 
fluctuatmg greatly The payment was spread over so long a 
period that it resembled an annual tax on capital, and the distmct 
features of a levy, as usually understood, were therefore absent 
The capital levy extracts from the pockets of the taxpayers a 
considerable sum mstead of a succession of smaUei sums over a 
period of years, and this deprives them of property which would! 
otherwise have yielded them an moome A special levy is less' 
fair than the annual taxes, because the former does not take into 
account the family responsibilities of the taxpayer at the moment' 
of the levy as m the case of mcome-tax It also takes no account 
of the recurrmg good foitune lesultmg from bequest m the way 
that mcome-tax does If A inherits a fortune after the levy he 
does not pay to the extent that B does who receives a fortune just 
previous to the levy In this respect a capital levy is inferior to 
an mcome-tax from the point of view of distribution, and a study ^ 
of oontmental legislation brings out clearly how even when the 
levy IS spread over a period these difficulties arise In Germany, 
Erzberger attempted (1) a levy on capital, and (2) a non-reourrmg 
war levy on mcreases m property values, but its defects were 
nullified by the rapid depreciation of the mark The law of 31st 
December 1919 which mtioduced the Retchsnoiopfer had pro- 
visions for postponed payments, and the impost thus became not 
a capital levy but a supplementary mcome-tax The sums 
collected by the law of 8th April 1932 on the Vermogensstm^ 
(ordinary tax on capital) were also spread over a number of years, 
and moieover the proceeds weie used not to pay ofE debt but 
as orchnary revenue Austria’s attempts have been somewhat 
sundar “ No salvation ”, says an authority, “ came from this 
pamc measure, and when the League of Nations took over the 
admimstration of the country it would have nothing to do with 
it ” In Hungaiy there was much evasion “ The cautious 
capitalist ”, accordmg to an official report of March 1923, 

“ promptly did his best to secure himself agamst fmthei risk by 
removing his mobile capital out of harm’s way ” In Hungary, 
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as in Austria and in Germany, capital levies enacted in 1919 and 
1920 at high rates were rendered ineffective by the rapid deprecia- 
tion of the currency In Greece in 1923 a capital levy was mtro- 
duced, the peicentage bemg fixed on each stage of a man’s wealth 
The rates were so low as to lendei comparison impossible with any 
scheme for a levy m an important mdustiial country such as 
Great Britain All national loans and remittances from emi- 
grants, as m Italy, were exempt The date of the valuation 
of property was, as m Czechoslovakia, prior to the passmg of 
the Act 

The case of Switzerland m 1923 is similar to that of Great 
Britam There was as m Great Bntam strmgency, unemploy- 
ment, and a heavy debt In both countries, however, there was 
no hopeless condition of the pubhc finances The purpose of the 
levy, which was introduced by the Sociahst Party, was to provide 
funds for social reforms Under the Swiss Constitution any 
60,000 citizens may initiate legislation Both chambers of the 
legislature rejected the proposal by overwhelmmg majorities, and 
the State referendum resulted m 730,684 votes agamst the proposal 
and only 109,434 m its favour, and over 86 per cent of the voters 
on the hst went to the poll All the cantons and all towns with 
a Labour majority disapproved of the result, which was objected 
to by a maj ority of 7 to 1 The minimum wealth to be taxed was 
to be the eqmvalent of £3200, at a rate varjong from 8 to 60 per 
cent In one week it is said the withdrawal of bank deposits 
amounted to one milhon francs Bonds and shaies were sold to 
foreigners, who were exempt, and remvested m foreign securities 
The State funds fell on an average by 2 per cent m one week, 
and other securities lost 1 pei cent of their value The anxiety 
and depression which followed upon the threat of a capital levy, 
even though there was no prospect of the levy bemg carried 
through, were strikmg The object of the levy differed from that 
of most capital levies The Swiss capital levy was mtended to 
provide for social benefits and not to redeem pubhc debt Its 
scope was wider than a capital levy, such as was proposed m 
Great Britam by the Labour Party, as it was mtended to mclude 
compames as well as mdividuals The result of the referendum 
restored confidence m Switzerland both at home and abroad A 
caveat must be added with regard to the experience of other 
countries m the post-Wai period These must be judged with 
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care as tkey difter considerably from tbe levy that was proposed 
m Great Britam after the War 

The British debt at the end of the War (£7481 millions) was 
indeed a large sum, and to repay £3000 millions of debt was not 
an easy matter It is mterestmg to note that the National Debt 
of Great Britam at the close of the Piench War (1817) was £850 
Hulhons, and the national mcome was estimated at £400 nulhons 
The ratio of debt to mcome was therefore times the mcome 
At the close of the Great War (1918) the National Debt was £7829 
millions, while the national mcome was £3900 milhons The 
debt, therefore, waa m the proportion of 2 to 1, or shghtly lower 
than m the war which ended a hundred years earher If the 
proportion of debt to national wealth be taken itwdl be found that 
the percentage of debt to wealth was 32 m 1817, and 34 m 1919 ^ 
It is necessary to think m proportions instead of in mere amounts, 
and, ah things considered, the proportions are not very much 
different from those one hundred years ago ^ ^ 

y The physical achievement of a levy is not gre^ smce the 
saving of mterest results m a diminished yield of ordmaiy taxa- 
tion The levy of £3000 millions that has been proposed would 
then have produced a savmg annually of £142 mdlions Prom 
this amount, however, must be deducted about £90 nulhons on 
account of losses horn existmg taxes which that amount of capital 
and the mcome from it would have produced The ravages on 
the future yield of mcome and surtax and death duties are con- 
siderable Income-tax would have been less by approximately 
£30 nulhons, super-tax by £30 millions or more, and death duties 
from £25 to £30 millions Thus there would have been a loss of 
from £85 to £90 nulhons per annum, which would have had to 
be deducted from the figure of £l 12 nulhons Great Britam would 
have had approximately from £62 to £67 millions per annum 
from the levy Sir Josiah Stamp’s estunates m 1923 agree with 
these on the whole Hia estimate is from £42 to £60 millions per 
annum, and £70 nulhons per annum is the estimate of Mr Dalton, 
who favours the levy ® We may safely take it that the savmg 
would have been m the neighbourhood of £50 miUions ^ Thus the 

1 Of Pisk, Bngltsh Public Finance, p 37 (New York, Bankers’ Trust Co , 
1920) 

“ The Capital Levy Explained, p 80 (London, The Labour Pubbshinc Co , 
1923) 
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saving of revenue consequent on the debt repayment is £140 
millions a year approximately, and the net gam after alJowmg for 
the loss m annual taxation is of the order of £60 millions or only 
about one-third of the actual levy In other words, the mcome- 
tax could only be reduced by Is in the £ Prom this it may also i 
be concluded that high rates of taxation, when the proceeds are/ 
kept withm the country, are not very damaging and therefore 4 
considerable reduction m high taxation is not very advantageous! 
Before the Committee on the Increase of War Wealth, Sir Richard 
Hoplons of the Board of Inland Revenue said that three-tenths of 
the War wealth levy of each £1000 millions would be paid m War 
stocks, three-tenths m cash and other securities, and four-tenths 
by instalments mainly m cash ^ The Board, it is mterestmg to 
note, estimated the aggregate of the mdmdual mcrease of wealth 
for the whole population of the Umted Kingdom to be £4180 
miLhons, and that, if the mcrease m the hands of those persons 
whose post-War wealth did not exceed £6000 be excluded, there 
remains an aggregate of £2846 milhons m the hands of nearly 
340,000 people In discussmg a capital levy m Great Britam the) 
oripplmg of direct taxation m the future has to befuUy considered J 
because 97 per cent of the whole is paid by 3 per cent of tha 
population It has also been urged that to institute a capital 
levy to pay off debt at 3^ per cent when the returns in mdustry 
are m ordinary tunes from 6 to 12 per cent is hardly worth the 
candle A savmg of 50 millions per annum on £3000 nuliionSj 
IS only a savmg of 1 7 per cent, and thus the net savmg owmg{ 
to the inroads on ordmary revenue is much smaller than isj 
anticipated 

/ The root objection to a capital levy is its effect on capital 
and credit As Montchr4tien ® pomted out over three hundred 
years ago, “ credit is the soul of aU commerce ” An ex-Prune 
Minister, Mr Ramsay MacDonald, is reported to have said that 
“ li three thousand millions were taken by the State from 
accumulated wealth and used by the State to pay off its debt, 
that money would go back mto the pockets of the people who 
now hold the debt The moment then script is redeemed by 

1 Estimate put forward by Sir Richard Hoplons, Boaid of Inland Revenue 
See the Select Committee an Incieaae of Wealth {War), No 102 of 1920 The 
five Memoranda of the Boaid of Inland Revenue aie of much value 

“ Traiti de I'^conomique politique (1616), “ Le credit est Tame de tout 
commerce ” 
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cheque, or by pouuds, sbiUmgs, and pence, the money 'which finds 
its ■way into the pockets of the State’s creditors is immediately 
remvested through the banks into industry ” He is also reported 
to have said that a new investment goes mto mdustry at 20 
shillings in the £ and not 17 shilhngs as a result of the capital levy 
With all due deference to Mr Eamsay MacDonald it cannot be 
said that he has strengthened his position by this haH-told tale, 
although his lucid presentment of the case for change acts as a 
timely remmder of the need for refurnishing as far as possible our 
financial armoury He does not seem to see that there is any 
difl:erence between the creation of credit and the transfer of credit 
Moreover, £3000 imUiona of cash do not exist Traders use v 
^ar debt to finance their buamess, and if the War Loan were// 
^anded over to Government they would be deprived of this i. 
Hhus a capital levy would mvolve a -violent deflation of credit, j 
land m the long run a scaling down of wages and prices Govern- * 

I ment securities held by banks m the form of Treasury Bills, etc , 
'would not be available for industry for the simple reason that 
they would cease to exist Bank deposits would be reduced, and 
it would be necessary for the banks to curtail their loans The 
result of this severe deflation of credit is an equally rapid fall m 
prices, -with loss to mdustry and dislocation and probably unem- 
ployment The trade of a country is carried on with the capital 
m the hands of citizens, and the destruction of this capital, if paid 
m War debt, would certainly lead to a decrease of credit m the 
hands of the mercantile commumty If the levy is paid m other 
securities these would probably be kept for sale by Government, 
m which case they would depress the prices of all securities, or 
their di-vidends and mterest would be devoted to the payment of 
mterest on War debt 

It appears to be far better to repay debt every year out of a 
^surplus which must be made from mcome and not from capital 
The mterest on the mtemal debt is not a dead loss to the 
community, as most of it is spent or mvested m the country, 
and this tends to pro^vide wages and lessen imemployment 
The efiect of a capital levy on London, which is stiU the 
money market of the world where large balances are held and 
utflised, would be great Once commercial morahty is broken 
by confiscation, money would not flow mto the reservoir of 
capital from abroad, and commerce and mdustry would then be 
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permanently, or at least for a long period, affected detrimentally 
There are other reasons in addition to these why a capital levy 
should not be mtroduced pne of these is that thrift is penahsed ^ 
Those who have not saved go free, and what la required most of 
aU at the present tune is more and more thrift, as this is essen- 
tial to prosperity The shadow of imcertam levies discourages 
the accumulation of capital, and mdustrial expansion is hmdered 
If there are two brothers with £10,000 each, and one mvests the 
amount m securities producmg £500 per annum, and the other, a 
bachelor, buys an annmty of £1000 per annum, the man with 
£500 per annum pays a capital levy and not the other The 
former may have pledged his securities to the banks as margm 
for seourmg tradmg operations, and although to some extent 
these securities would be replaced m the shape of bank credits, this 
would not be so if National Debt were tendered m payment of 
levy and cancelled It is sometimes pomted out that the cost of 
collection would be high, and it is doubtful whether assessment 
would be possible except by computmg from the mcome-tax 
returns On the other hand, the Committee on the Increase of 
War Wealth were of opmion m regard to a levy on War wealth 
that, although the administration of a tax of this character would 
mvolve many difficulties, yet these were not insurmountable, and 
m the case of Great Britain it was proposed to carry out such a 
proposal as the Committee put forward Under this scheme of 
a levy on War wealth only two assessments would have been 
necessary on the wealth of “ the hard-faced men who have done 
well out of the War ”, (1) at the outbreak of the Wai, and (2) at a 
latei period The great advantage of a War wealth levy was that 
it would have fallen on those from whom exceptional payments 
could be demanded The proposal, however, was dropped, and 
the changes smce the post-War year would make any such levy at 
the present time impossible The mopportuneness of a levy on 
War wealth at the present time apphes equally to that of a 
capital levy 

1/ The mam argument, then, against a capital levy is that the 
deflation of j, country’s balance sheet by a sum of, say, £3000 
milhons would mean a somewhat violent reduction m values 
Prices and wages woidd decrease considerably, the borrowmg 
powers of traders would be reduced owmg to the loss of working 
cartel, -^ch gives the taxpayer about 5 per cent, while m the 
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Lands of the pubhc it earns a great deal moie At the present 
time and for many yeais to come, the greatest service that a rich 
man can do is to save money and thus supply capital plentiful 
and cheap The War debt is now part of the economic system of 
a country, and it is unwise when a countiy is sefctlmg down and 
paying its way that a levy on capital should be mtroduced As one 
banker says “ It would be a case of burmng your house to loast 
youj pig, and it would be far better to reduce greatly the debt by 
a sinking fund and to exercise the strictest economy ” A levy 
should be kept only for a time of extieme urgency Immediately 
after the War the opportunity was let shp, because a capital 
levy, to be successful, requires immediate imposition after some 
exceptional event unhkely to recur, m order to give the mvestors 
confidence that the levy will not be made agam An easy money 
market is essential, and a levy should not be thought of in a period 
of trade depression Those who support the idea are apt to 
forget that the payment of mterest on mteinal debt is largely a 
problem of distribution, and the psychological effects of the levy 
are serious “The greater productiveness of industry”, said 
McCulloch m 1845, “ and the greater well-being of the community 
are the real sinkmg funds which a wise Government should exert 
itself to build up and encourage, and this will be best done by 
givmg all that freedom to mdustry that is consistent with right 
and justice ” ^ The Committee on War Fmance appomted by 
the American Economic Association m 1918 with regard to the 
proposed levy on capital concluded that “ there are so many 
serious objections to the capital levy that we do not hesitate to 
report that, m our opmion, such a measure has no proper place m 
a finance plan for a country m the present position of the Umted 
States As an alternative to repudiation m a country on the 
verge of bankruptcy somethmg can be said for the plan For a 
nation solvent and unembarrassed it possesses no attraction ’ ’ In 
short, there is no short cut to debt redemption 

Fi nally, there is the d i fficulty of administrative teo toqum In 
the fir^ place, as the Board of Inland Eevenue has emphasised, 
there must be a fair measure of assent to such a levy The Board, 
while statmg, as we have seen, that a capital levy was practicable, 
was defimtely of opmion that if taxpayers as a whole resented the 
levy, and were to raise important questions of technical and legal 

1 Taxation and the Funding System, p 486 (London Longmans, 1845) 
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detail, the execution of this lew would be interfered with and 
delayed, and the successful administration of the duty would be 
much endangeied by the absence of a favourable atmosphere 
Secondly, if i t gave rise to widespread a nx iety, m isu nderstan dmg, 
oiyhostility on the part ^ bankers so that capital values were to 
fluctuate consider ably o wing to the loss of confidence which At 
might entail, the levy would be exceedingly dtfflcuTrto'collect and 
piobably very uncertain m its result on account of financial pamc 
and general disorgamsation Third ly, if the exemptions were to 
be lowered to reach those who own annually a smaU. amount of 
capital, the difficulty m the collection would be enhanced The 
Board of Inland Eevenue illustrated this by showing that the 
number of mdividuals, exclusive of their dependents, who own 
£5000 of capital and upwards m Great Britam is approximately 
only half a milhon, while those ownmg between £2500 and £6000 
number about 400,000, and tbe lower the limit the far greater the 
number of charges for a capital levy and therefore the greater the 
administrative difficulty At the same time a capital lew is 
easie r to collect than a War levy, because the for mer doalajnntli 
anl hdmduars asse ts at a given moment m the i mmediate past, 
as in the Estate Duty, w£Ee"a WafTe ^fnvoTves the ascert aining 
of tEe'excefis”’ of one valuation at one period over the valuation of 
the" same uffividual’a^ssets some years previou^ There are 
also other points to which Hie Board refers as Mows “ The 
dynamic effects of a levy in its reactions on credit, prices, savmg, 
and the national economy — effects that might prove of outstand- 
ing importance and might seriously prejudice revenue estimates 
based on static conditions — aie not taken mto account, as the 
Board feel that the appraisement of revenue gams or losses result- 
mg therefrom lies in the field of speculation rather than of esti- 
mate ” Ebur^y, there is the diflflculty of a guarantee against 
the repetition of the levy "“-We consider ’’ysaid the Committee 
on National Debt and Taxation on this score, “ that any guarantee 
ought to he wide m its scope, applying to aU capital wealth , on 
the other hand, it ought to be limited m time It would require 
to be made clear that the levy was emergency legislation, and that 
it would not be lepeated at least for some years, unless there were 
any serious and unforseen crisis We thmk such an assurance 
would be of value and would help to allay apprehensions It 
would be too sangume to expect tbat it would altogether remove 
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tLem ” These dii&culties have to be weighed against the wiping 
out of a part of the National Debt in the event of another Great 
War An opportunity for a capital levy was missed just after 
the Wai when the level of prices was high and the boom was stiU 
in operation In the present circumstances the argument for such 
a levy no longer obtains 

6 Local authorities m recent years have found it expedient to 
boirow foi pubbc utdities and othei capital undertakings, such as 
electricity, gas, and water-works, tramways, railways, and canals, 
public baths, cemeteiiea, harbours and docks — the result of the 
large extension of local governmental activity and the mcrease m 
wealth'Seekmg mvestment These loans are usually raised by the 
isgue-o Lstock , a method which m recent years m Great Britam 
has mcreased m populaiity The stock is issued by Act of 
Parhament and is issued at a fixed price Another method of 
raismg loans is by the issue of mortgages foi short or long periods 
where a local authority does not possess the power to issue stock 
or prefers not to do so Occasionally large mumcipalities lesort 
to this form of borrowmg for a temporary purpose or pendmg an 
issue of stock The second method has an advantage, as it is 
usually possible to repay the loan if interest rates fall and to 
borrow agam at lowei rates of mterest Short-period loans appeal 
to the small local mvestor who does not wish to tie up his capital 
m long-term mvestments But these mortgages may be for a long 
period, and are taken up by insurance compames and banks from 
local authorities or Public Works Loan Commissioners whose 
function it IS to lend to local authorities moneys raised on national 
credit The disadvantage of the long-term loan is that if mterest 
rates fall the local authority is committed to the payment of higher 
rates durmg the curiency of the loan Other methods of raismg 
loans are the bank overdraft or the issue of bdls of exchange when 
this is permitted by law , the latter is frequently resorted to pend- 
mg an issue of stock The bank m the case of an overdraft usually 
charges mterest only on the net balance m favour of the bank, the 
loan havmg the advantage of being repayable at any tune accord- 
ing to arrangement 

The question at issue is the best method or methods to repay 
these loans The principle underlymg redemption is that the 
period of the loan should not exceed the life of the asset for which 
the loan was raised The usual system of repaymg such loans is 
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tEat of the sinking fund Local authorities appropriate from the 
revenue of each year equal sums which will, with compound 
interest, be the eqmvalent of the total amount borrowed at the 
end of the period These sums are left on deposit at a banlc at a 
stipulated rate of interest, or they may be mvested m outside 
securities yieldmg a more or less fixed amount The annual 
interest on the loan is, of course, paid out of the revenue of the 
local authority in question In short, mterest on the entue 
prmcipal of the loan is paid annually and the amount of the loan 
at the expuy of its currency Another method is the aimmty 
method of repayment by equal instalments of prmcipal and 
interest each year, the payment bemg made m such a way as to 
repay the loan and mterest thereon when the last instalment is 
paid The burden of the loan on the taxpayer is spread equally 
over each year of the loan’s currency The third method, the 
fixed instalment method, is to repay out of annual revenue the 
prmcipal by equal mstalments for the entire period of the loan, 
interest bemg paid on the decreasmg balance The burden of the 
loan decreases year by year, and the objection to this method of 
repayment is that as the woik on which the loan was spent proves 
remunerative the burden is hghtemng, as m the case of water or 
electricity works The burden, therefore, is heavier m the early 
period of the loan 

It is essential m order to avoid waste and to minimise extrava- 
gance that the repayment of local debt should be regulated m 
accordance with general prmciples such as these already noted m 
the previous paragraph The boriowmgs of local authorities must 
be controlled m all countries by higher authority The advan- 
tages resultmg from centralised control m the case of the Umted 
Kmgdom have been numerous In Great Britam local authorities 
have not always the knowledge of financial prmciples possessed by 
the Treasury or the Ministry of Health and therefore have gamed 
by the control of the Central Government The techmque of the 
creation and repayment of debt varies with particular circum- 
stances and IS by no means a simple matter Loans as m the case 
of the National Government have to be brought under control and 
cannot be issued without limit Local loans must not exceed a 
certam proportion of the taxable value, must be for definite pur- 
poses, and must be redeemable within a fixed period In Great 
Britam and m France centrahscd control has been of great value, 
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and in the United States also the control of local authorities has 
been beneficial State borrowings have been Imnted by State 
constitutions, and the borrowings of local authorities by the State 
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THE lU&TORY OE PUBLIC DEBT — GREAT BRITAIN 

Scope 

1 In this and the subsequent chapter it is proposed to review 
some of the more important features m the history of public 
debts of various countries A little history is sometimes a 
dangerous thmg It wiU, therefore, be aU the more necessary 
to examme with care the mam statistics on pubho debts without 
bewildermg or distracting the mquirer regarding the broad facts 
that have to be understood In the first place, the history of the 
British Public Debt wiU be renewed with special leference to the 
fallacy of the siiikmg fund, a fallacy that is apt to appear at 
critical periods m other countries, notwithstandmg the writings 
of Hamilton and Ricardo m exposmg the absurdities of Pitt’s 
Hmhmg fund The debt, the mam legacy of the War, has grown 
from £706 mill ions before the War to £7860 miUions at the present 
tune At the Armistice the debt was £6776 nullioTia more than 
m August 1914 This is an enormous sum as compared with the 
wars of William III , which added £16 mdhona to the public debt, 
the wars of Anne £38 millions, the Seven Years’ War £68 milhons, 
the American War £121 milli ons, and the French War £602 
millions Great Britam followed the pimoiple from 1916 that its 
Budget should provide for all normal expenditure and the War 
Debt charge— a standard then higher than that aimed at by any 
other belligerent Great Bntam and Australia paid from one- 
fourth to nearly one third of the War expenditure by taxation 
The Umted States paid even a higher proportion, namely one- 
third, a contrast with France where the percentage is a shade 
under 17 pei cent A survey of the puhhc debt of India will 
show the importance of productive debt, and the advantages of 
a productive external debt The history of debt m France shows 
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tte peril of overboriowing and the necessity of budgetary equi- 
librium for the restoration of sound financial conditions A 
balanced Budget raises the price, cetens paribus, of a country’s 
securities, enhances credit, prevents inflating puces, and makes 
a beginning possible with reduced taxation The experience of 
Japan m the Great War m preventmg a large mcrease of debt, 
and m the distribution of her borrowmgs externally and mternally , 
IS instructive Fmally, the procedure m the Umted States m 
regard to the flotation of the large Liberty Loans and the sound- 
ness of the principles followed, not to mention the War Loan 
pubheity campaigns, are also noteworthy 

The British Public Debt 

2 Among the many lessons that we have learned and are leain- 
mg as a result of the War, one of the most fruitful m its effects on 
financial recovery is the general conviction that States must free 
themselves from the paralysmg clutch of borrowmg to meet their 
everyday expenditure All ordmary expenditure, mcludmg the 
mterest charges on debt, should be met from taxation and not from 
loans Only m exceptional circumstances must large borrowmgs 
take place Countries Idee Great Britam and the Umted States 
realise that any other pohey is extremely short-sighted In 
Chapter XI of Book 11 and Chapter XXXTT of Book TV , the 
prmciples goveimng a country’s expenditure fiom capital were 
discussed, and it is unnecessary to repeat what has been said m 
this connection While signs of improvement have dawned m 
the financial sky of some countries, others may be said to be 
pihng up debt and to be trembhng almost on the razor-edge of 
disaster, and the remark of Adam Smith m this case is not iire- 
levant “ The progress ”, he said, “ of the enormous debts which 
at present oppress, and will m the long run probably rum, all the 
great nations of Europe, has heen pretty uniform ” ^ What pre- 
cisely was a “ pretty uniform ” progress of economic rum is not 
clear But for borrowmg or debt wars could not he carried on, 
and m peace it is this burden of debt that makes it sometimes 
difficult to carry on Every mcrease of pubhc debt means an 
mcrease m taxation at some tune or other, or a decrease m the 
revenue available for other heads of expenditure 
^ Tht Wealth of Nations, Book V ch lu 



OH XXXVI THE inSTORY OE PUBLIC DEBT 


The mam featuies of the British pubhc debt may be sum- 
marised briefly m the table below The mcrease year by year 
and the mterest charges are shown m the followmg table 


The Bmtish Natiohai, Debt 


I Year 

Event 

Debt 

(fMJlbons) 

Annual 

Including 

Increase of Debt 
over prCTloua Year 




(£ millions) 

Net 

Per Cent 

1689 

1702 

Post Revolution year 
Aooeaaion of Queen Anne 

1 

16 

0 04 

13 

16 

1600 

1714 

„ George I 

64 

33 

38 

237 6 

1727 

„ George II 

62 

24 

-2 

-37 

1766 

Seven Years’ War began 

76 

28 

23 

442 

1763 

» „ ended 

139 

49 

64 

88 3 

1776 

American War began 

129 

46 

-10 

-72 

1784 

„ „ ended 

Prenoh. wars began 

260 

96 

121 


1793 

239 

93 

-11 

-44 

1816 

„ „ ended 

Aooession of Queen Victoria 

841 

32 0 

602 

2619 

1837 

788 

29 0 

-73 

-86 

1864 

Cnmean War began 

802 

27 4 

14 

18 

1867 

„ „ ended 

Boer War began 

837 

28 6 

36 

44 

1899 

635 

23 2 

-202 

-241 

1903 

„ ended 

798 

27 0 

163 

26 7 

1910 

Accession of George V 

762 

21 8 

-36 

-46 

1914 

(1) March 31 

706 

24 6 

-66 

-74 


(2) Great War begins (Aug ) 

708 

24 6 

2 

03 

1916 

March 31 

1162 

22 7 

464 

641 

1916 


2190 

60 2 

1028 

88 6 

1917 


4064 

127 3 

1874 

86 6 

1918 


5921 

189 9 

1857 

46 7 

1919 

„ ( Great War ended 

November 1918) 

7481 

270 0 

1660 

26 3 

1920 

March 31 

7876 

332 0 

395 

S3 

1921 


7623 

349 6 

-253 

-32 

1922 


7721 

332 3 

98 

13 

1923 


7813 

324 0 

92 

12 

1924 


7708 

347 3 

-106 

-I 3 

1929 


7621 

369 0 

-87 

-1 1 

1930 


7696 

366 0 

-26 

-03 

1931 


7683 

360 0 

-13 

-02 

1934 


8030 

224 0 

447 

59 


The debt m 1688 consisted of temporary obhgations for 
arrears due to the Army and for other demands connected with 
the Revolution The htigation connected with the Goldsmiths’ 
claim for reimbursements of the amount seized from them by 
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Chaxles II m 1672 was adjudicated at £664,263, and if this is 
added to the temporary obhgations for arrears, £384,000, the 
figure was over one nulhon sterhng at the time of theEevolutiou ^ 
To the reign of Wilham III the methods of puhhc borrowmg now 
m force may be mainly traced, although the National Debt was 
not formally constituted until the General Fund Act was passed 
in 1716 ® The influence of Dutch finance at this period was con- 
siderable on Enghah finance The Bank of England, founded m 
1694, gave better financial facilities than those of the Goldsmiths, 
and the temporary advances by the Bank at this period are the 
forerunner of the Ways and Means advances of the present day 
The unfunded debt was m the form of tallies. Navy bills, and 
Exchequei bills Talhes were of two kmds They were wooden 
sticks given as receipts for money payments ® or instruments of 
payment and operated as a modern cheque on a banker In 1696 
Exchequer bills took the place of tallies and were issued m even 
denommations of £5 and £10 They were negotiable when 
endorsed and they carried mterest They were received by 
Government m payment of all taxes except the land tax, and when 
received could be re-issued In 1707 they were accepted m 
payment fox taxes or any obligation due to Government and 
exchanged for ready money on demand at the Bank of England 
An allowance of 4| per cent per annum was made at the Bank 
of England for circulating the bills, and the Bank advised the 
Exchequer as to the amount of bills which should be placed on the 
market * 

The funded debt was, m the early period of its history, m the 
form of annuities and perpetual loans from the Bank of England, 
the Bank of Ireland, the East India Company, and the South 
Sea Company, which advanced money m exchange for charter 
privileges Eeference has already been made to anniuties which 
represent only periodical payments The grant of a charter to a 
rival to the East India Company had as its consideration a loan 


1 Tlie Goldsmiths made advances to the Crown in anticipation of the 
proceeds of certain taxes 

“ Section 37 of the General Fund Aot, 3 Geo I o 7 

3 Sea Part II, Public Income and Expenditure, 366 — 1—1869 (H M 
Treasury Return), App 13, p 339 , of Anson, Law and Custom of the ConsMu 
tion, Tol n p 310 (Oxford, 1892) 

* Vide Accounts 1 elating to the Public Income and Expenditure of Great Britain 
and Ireland, 366 — I — 1889, App 13, p 512 
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to tlie State of £2,000,000 in 1698 The amalgamation of the 
two Compames m 1702 led to a further loan of £1,200,000 The 
South Sea Company exchanged its stock for the unfunded debt 
of Government and paid £500,000 m addition m return for tradmg 
rights The attempted conversion of the whole of the debt mto 
the Company’s stock and the burstmg of the South Sea bubble 
are too well Imown to require elaboration 

Lottery loans ^ were first raised m the seventeenth century 
The first loan of this land drawn under sanction of public authority 
was m the reign of James I for the expenses of the colomes m 
Virgima Prom 1688 to 1765 lotteries were used to encourage 
contributions to Government loans The Lottery Annuity Loans 
of Queen Anne’s reign (1710, 1711, 1712, 1713, and 1714) are good 
examples In 1755 the first lottery was issued m aid of the 
revenue as a source of profit by allottmg among contributors an 
amount of stock of loss value than the total sum subscribed 
From 1768 lotteries were a permanent source of revenue All 
the loans contracted m the American War of Independence were 
connected with lotteries In 1778, for example, m connexion 
with the loan of £6,000,000 theie were 48,000 lottery tickets 
Each subscriber of £1000 received an eqmvalent amount of 3 per 
cent stock and an annuity for 30 years of £2 10s on each £100, 
which amounted to 5J per cent for 30 years, together with the 
privilege of purchasmg 8 lottery tickets for an additional pay- 
ment of £80 After 1784 the practice of attaching elaborate 
lottery schemes to loan flotations was discontmued, but until 
1823 a certain percentage of the annual requirements of the 
Exchequer was provided from the proceeds of the sale of lottery 
tickets Between 1755 and 1826 lottery loans were resorted to 
no less than 55 tunes The net mcome throughout the period 
from lotteries (apart from loan receipts) was £12,000,000 


The Sinking Funds 

3 Prior to Sir Eobert Walpole’s sinking fund m 1716 ^ there 
existed duties or taxes set aside for paying the service on particular 
loans, mcludmg the gradual repa3anent of the prmcipal itself 

1 Op oit App 13, pp 482 7 

^ 3 Geo I c 17 C{ All Inguiiy concerning the Rise and Piogress, the 
Redemption and Piesent State and the Management of the National Debt, ty 
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Sucli examples are the First General Mortgage Act passed in 1697, 
several similar Acts passed m the reign of Queen Anne, and the 
Aggregate Fund Act passed m 1716 in the reign of George I The 
first sinkmg fund for the discharge of debt on a regular system 
dates from 1716 The credit of this belongs reaUy to Su Eobert 
Walpole, but on his resignation it was completed by the admims- 
tration of the Earl Stanhope It was provided in the Act of 1716 
that the surplus of certain duties and funds “ shaU be appropri- 
ated, reserved, and employed to and for dischargmg the prmoipal 
and interest of such national debts and encumbrances as were 
mcurred before the 26th December 1716, and are declared to be 
national debts, and are provided for by Act of Parhament, m such 
manner and form as shall be directed or appomted by any future 
Act or Acts of Parhament to be discharged therewith or out of the 
same, and to or for none other use, mtent, or purpose whatsoever ” 
The legal rate of mterest had been reduced two years previously 
from 6 to 6 per cent, and Government was able to obtam the 
same reduction on its loans, and the savmgs were apphed m aid of 
the smkmg fund which was formed for the purpose of disoharg- 
mg debt by periodically settmg aside sums to accumulate at 
interest The annual receipts and issues on account of the 
smkmg fund which are available from the earliest year of 
its creation show that the smkmg fund was diverted from 
its pmpose and other payments charged upon it Previous to 
the period of the estabhshment of the Consolidated Fund m 
1786 the origmal character of the smkmg fund entirely changed 
It had become the prmcipal fund from which the pubhc expendi- 
ture was defrayed 

In 1727 the rate of mterest was reduced from 6 to 4 per cent 
and £400,000 was added to the smkmg fund In 1749 the rate 
on part of the debt was reduced to 3^ per cent for seven years and 
to 3 per cent thereafter In 1750 the mterest of the balance was 
reduced to 3J per cent for five years and to 3 per cent thereafter 
The operation of 1760 resulted m the savmg of £600,000, which 
was utihsed for smkmg fund purposes This system of a sinking 

Robert Hamilton (Edmburgh Oliphant, Waugh & Innea, 1814) . of S%nling 
Fund and Bedcmplion of Pubhc Debt (App 13, p 710, Of Accounts relating to 
the Pubho Income and Expenditure, 366 — I — 1869), Ricardo’s “ Essay on the 
Eundmg System ” written for the Supplement to the sixth edition of the 
Fneyclopa:dw Britanmca and puhhshed m Ricardo’s Woiks by MoCuUoch 
(London John Murray, 1862) 
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fund was useless, as will be seen from the fact that between 1717 
and 1788 most of tbe expenditure was absorbed, not m the repay- 
ment of debt, but in the payment of interest on debt and in 
ordinary expenditure The total deficits m the annual Budgets 
were not far short of the whole smking fund, and new debt almost 
equal in amount to the sinlnng fund was created The following 
figures are of interest m this connexion 

History of the Enqlish SmKiNo Funds (1717-1788) 

£ (millions) 

Beoeipts 201 

Expenditure (1) Repayment of debt 24l 

(2) Payment of interest on debt 99 

(3) Ordmary expenditure 93 J 

— 216 

Excess of expenditure over receipts 16 

Excess of expenditure over inooaie (in annual Budgets) 186 

Amount of loans raised 189 

Excess of loans over deficits 4 

Thus the sinking fund was diverted to purposes other than what 
was originally intended and its inviolable appbcation to debt 
redemption given up “ On tbe whole ”, writes Hamilton in his 
trenchant criticisms on the smking fund, “ this fund did little m 
time of peace, and nothing m time of war, to the discharge of the 
National Debt The purpose of its inviolable apphcation was 
abandoned, and the hopes entertained of its powerful efficacy 
entirely disappomted ” 

Even previous to the establishment of Pitt’s smkmg fund the 
Commissioners of Public Accounts from 1782 to 1783 pressed on 
the Government the necessity of forming a plan for the reduction 
of the debt and the creation of a fund to be mvariahly apphed 
under proper direction “ This Fund ”, they said, “ must be the 
surplus of the annual mcome above the annual expenses of the 
State, to be obtamed and mcreased by the extension and improve- 
ment of the soiuces of revenue and by a frugal admmistiation 
of the produce ” Unfortunately this sound prmciple was not 
followed The new smkmg fund of 1786 ^ was established through 
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the influence of Dr Eichard Price, whose scheme for a sinking 
fund was put forward m his Treatise on Reversionary Annuities, 
published in 1771 Price proposed the formation of a peimanent 
Commission “ acting under penalties, m such a manner as will 
take it out of the hands of the Treasury and form a check upon 
the House of Commons itself” The object undeilymg Pitt’s 
fund was to set aside £1 million per annum or £260,000 
quarterly out of the old surplus duties which formed the previous 
fund This milli on sterlmg was to be used for the purchase of 
stock, and the dividends thereon were to he accumulated at 
compound mterest until the dividends on the purchased stocks 
and the £1 million origmally invested amount to £4 millions 
Thereafter the dividends on the £4 millions were not to be added 
to the sinlong fund, but were to be utflised for the reduction of 
taxation or for any other purpose In 1792 the principle of a 
true smkmg fund was introduced by placmg 1 per cent on all 
new loans issued for pubhc purposes, t e an annual provision was 
made for gradual redemption in addition to mterest It was 
thought that by this system every loan would be automatically 
wiped out in 45 years at the latest. In 1798, 1799, and 1800 no 
provision of 1 per cent for a sinhng fund was attached to the 
loans of these years In 1802 the two s inking funds of 1786 and 
1792 were combmed, although the features of each were mam- 
tamed In 1807 Lord Henry Petty, Chancellor of the Exchequer, 
put forward a complex scheme which was adopted m the arrange- 
ment of the loan for that year, but, as Hamilton pomts out, since 
the Mmistry which planned the scheme did not contmue long m 
office, it was never followed after the first yeai Moreover, it was 
not understood on account of its complexity In 1813 Mr Van- 
sittart modified Pitt’s sinking fund m such a way that it was 
restored to the state m which the proposals of 1786 and 1792 
would have left it had no subsequent alteration taken place Mi 
Vansittart’s mam object was the final discharge of the old debt 
of 1786 and a contmuous policy of applymg a smkmg fund to all 
loans subsequently raised m order to secure their redemption 
withm the maximum period of 45 years In 1817 the smkiTig 
fund of Ireland was consohdated with that of Great Bntam, and 
m 1819 the whole question of these funds was considered by a 
Committee of the House of Commons The result was that a 
resolution was passed to set aside £5,000,000 per annum from 
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income foi the purpose of dischargiag debt This resolution, 
passed by the House of Commons on 8tb June 1819, was to tbe 
effect “ that to provide for tbe exigencies of the pubhc service, to 
make such progressive reduction of the National Debt as may 
adequately support public credit, and to afford to the country 
a prospect of futme lehef from a part of its present burdens, it 
is absolutely necessary that there should be a clear surplus of the 
mcome of the country above the expenditure of not less than 
£6,000,000 sterhng ” Owmg to a series of fictitious operations, 
one of which was borrowmg from the smkmg fund itself m order 
to show this surplus, the resolution was never actually carried 
out In 1823 ^ an effort was made to reconstitute the sinlong 
fund by providmg £6,000,000 a year from the consobdated fund, 
but this was misused m the next few years for the conversion of 
debt In 1827 Loid Gienvdle published piivately an essay, of 
which only the first part was printed — “An Essay on the 
Supposed Advantages of a Smkmg Fund ” Lord Grenville 
enunciated three leadmg prmciples of a sinlnng fund (1) its 
entire dependence on a surplus of revenue , (2) the consequent 
uselessness of all boriowed smkmg funds , and (3) the impossi- 
bdity of derivmg benefit from a smkmg fund operating m times 
of war or of otherwise deficient revenue Two conditions, he 
believed, to be mdispensable — the continued existence of a sur- 
plus and the appropriation of that suiplus iminteiruptedly to the 
reduction of debt No sinking fund could be of any use except 
where the oidinary mcome of the State permanently exceeded its 
current expenditure, and “ no smlang fund can tiuly exist except 
m periods of peace ’ ’ The way had been prepared by the remark- 
able book of Hamilton published m 1813, and by Ricardo’s 
Essay on the Funding System, 1821 , and these, especially the 
former, more than Grenville’s essay, led to the recommenda- 
tions of the House of Commons Fmance Committee of 1828, 
which restored the idea of the sinking fund to its origmal and 
proper olqect It was then decided that the smlang fund can 
only depend on (1) a surplus of revenue, and (2) the regular 
investment of this sum to be apphed to the reduction of debt 
It was suggested that the Chancellor of the Exchequer should 
aim at obta inin g an annual surplus of £3 miUions a year for this 
purpose Goulburn, m his Budget speech of 11th July 1828, 
1 4 Geo IV c 19 
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somewhat modified this proposal, and in 1829 a defimte arrange- 
ment was arrived at by which one-fourth of the surplus of revenue 
m each yeai was to be issued to the National Debt Commissioners, 
who weie empowered to buy Exchequer bfils or a portion of 
funded or unfunded debt, whichever was advantageous For 
about 40 years the principle of this arrangement was not mterfered 
with , but the annual amount paid for the extinction of debt was 
far less than £3 milhons, being slightly over one-third of that 
amount From 1793 to 1829 it is inteiestmg to note that there 
was only one year (1817) m which money was not raised by loan 
m ordei to aid the sinkmg fund 

In 1866 the special Acts that were on the Statute Book 
relatmg to sinkmg funds were repealed, but a provision was 
retamed under which a surplus of mcome over expenditure was 
applied to the extmction of debt This provision stdl survives 
under the name of the “ Old Sinking Fund ” In 1875 the “New 
S inkin g Fund ” of Sir Stafford Noithcote was formed It was 
an efiective sinking fund, which has generally been carried on by 
his successors A fixed amount was, as we have seen, annually 
set aside for the entire service of debt From this the balance 
after meetmg mterest charges, teimmable annuities, management, 
and specific smlcmg funds, was used as the New Sinkmg Fund ^ 
The New S inkin g Fund cannot be used for paymg off Ways and 
Means advances It will be seen that these funds are not sinkmg 
funds in the strictest sense of the term, smce they are not defimte 
sums annually set apait for the extmction of debt within a fixed 
peiiod The margm for the purpose of redeemmg debt would 
itself mcrease as the charge for the mterest fell owmg to the 
reduction m the debt The amount of the fixed-debt charge was 
origmaUy fixed at £27,400,000 for 1876-76, £27,700,000 for 1876- 
1877, and £28,000,000 for every subsequent financial year It 
was also provided that aU perpetual or terminable annuities 
charged on the Consohdated Fund by any Act prior to 1876 
should be paid out of the permanent annual charge This fixed- 
debt chaige was altered m the Fmance Act of the year from tune 
to time, as, for example, m 1887-88 it was reduced to £26 milhons, 
m 1889-90 to £25 mdhons, and in 1899-1900 to £23 millions In 
the pre-War year (1913-14), when it stood at £24^ miUions, the 

1 ii/e, Lelters, and Diaries of Sir Stafford Noithcote, flist Sari of Iddesleigh, 
by Andrew Lang, 2 vols , 1890 
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New Sinking Fund was £6,228,000, or about 0 8 per cent of the 
total debt After tbe principal of terminable annmties is added 
(£2,377,880), tbe total issue for debt redemption m tbat year was 
£7,605,880 or 1 15 per cent From tbe outbreak of tbe War tbe 
New Smlong Fund was suspended, witb tbe exception of £1 million 
appbed to tbe redemption of drawn Exchequer Bonds In 1922- 
1923 it was suspended as a temporary measure, but m tbe follow- 
mg year by tbe Fmance Act of 1923 tbe fixed-debt charge ot 1875 
was repealed and a definite annual provision which would brmg 
tbe debt witbm tbe fixed-debt charge was set up A defimte sum 
of £40 milbons was provided for 1923-24, £45 nulbons for 1924-26, 
and £50 millions for subsequent years Tbe followmg table shows 
tbe National Debt charges, mcludmg the smlong fund, from 1923- 
1924, when tbe fixed-charge arrangement of 1875 was repealed 


Tub New Sinking IFtiKD, Interest, and other Payments 

OONNEOTED WITH THE NATIONAL DeBT SeBVIOE 



1923-24 

1928-20 

1030-31 

1931-32 

1032-43 

Interest on debt funded and 

258 4 

255 8 

251 7 

252 9 

263 9 

unfunded 






Interest on terminable 

04 

04 

04 

04 

04 

annuities 






Interest on Treasury bills 

17 4 

26 2 

12 6 

20 7 

69 

Interest to U S A Govern 

29 6 

27 7 

27 3 

13 6 

19 9 







Management and expenses 

16 

14 

1 3 

1 9 

21 

Sinking fund 

40 0 

57 5 

66 8 

32 5 

26 3 

Total 

347 3 

369 0 

360 0 

322 0 

^08 5 


It should be noted tbat during tbe War certam specific smlong 
funds weie attached to loans such as tbe 3^ per cent Conversion 
Loan, tbe 4 per cent Victory Bonds, and tbe 4 pei cent Fundmg 
Loan 1960-90 In regard to tbe 3J per cent Conversion Loan, 
tbe Treasury must issue from tbe Consobdated Fund after tbe 
close of each half-year when tbe loan is below 90 per cent a sum 
equal to not less than 1 per cent of the amount of tbe loan out- 
standmg at tbe close of tbat half-year, to be appbed m tbe pui- 
cbase of Conversion Loan for cancellation Under tbe 4 per cent 
Victory Bonds and tbe 4 per cent Fundmg Loan 1960-90 tbe 
Treasury must set aside at the close of each half-year a sum equal 
to 2J per cent on tbe nominal amount of these Bonds and Loans 
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created under tlie prospectuses of 12tli June 1919 (£768,640,000), 
and after deductmg theiefrom the amount reqmred for the pay- 
ment of mteiest on those securities for the half-year, it must issue 
to the National Debt Commissioners the balance to be applied by 
them to smkmg fund purposes m accordance with the prospectuses 
In the case of Victory Bonds the smlong fund is applied to annual 
drawings at pai In the case of the Eundmg Loan it is applied to 
purchase and cancellation when the loan is below par, but the 
amount may be mvested if the price is above par Under the 
terms of issue of the 4 per cent Victory Bonds which were issued 
at 86, these are accepted at par m payment of Death Duties War 
Loan can also be tendered for this purpose and purchased and held 
by the National Debt Commissioners from the Inland Revenue 
Commissioners until drawn These additional provisions have 
operated m much the same way as a smlong fund The payments 
to the smkmg fund and on termmal annuities for ten years from 
1923-24 approximate to 0 64 pei cent of the total debt outstandmg 
on the last day of March 1933 An exammation of the receipts of 
the British smkmg funds from the end of the eighteenth century 
up to the first quarter of the nmeteenth centmy (1828) shows that 

(1) half the actual receipts of the fund were raised by loans , 

(2) further debt was bemg meurred while the fund was acciunu- 
latmg , and (3) debt was meurred at a higher rate of mterest to 
pay off debt at a lowei rate, as loans raised at the beginning of the 
nmeteenth century carried mterest at £6 0 6, whereas previous 
loans carried only £4 lOs per cent This difference of ^ per cent 
on £330 milhons was eqmvalent to £1 J millions a year In short, 
debt was meurred at a higher rate of mterest to pay off debt at a 
lower rate, which is unsound finance, and this deserves the well- 
merited rebuke of McCulloch, who speaks of this British smkmg 
fund as “ this worthless compound of delusion and absurdity ” 


Hamilton’s Maxims of Einancj: 

4 The absurdities of the smkmg fund are not so clear to the 
reader of the financial history of the early part of the nmeteenth 
century, mcludmg the parbamentary debates, as is sometimes 
imagmed Even durmg the War claims were put forward m 
some countries to pay off debt borrowed at a lower rate of mterest 
from loans at a higher rate, which contamed some of the fallacies 
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appertaiiung to the smbng fund It was left to an Aberdeen 
Professor of Mathematics who wrote on pubhc debt to show 
clearly the true prmciplea to be followed m public finance ^ 
Hamilton enunciated 12 maxims, which are as follows 

“ (1) The annual mcome of a nation consists of the umted 
produce of its agriculture, manufactures, and commerce This 
mcome is the source from which the inhabitants derive the 
necessaries and comforts of life , distnbuted, accordmg to their 
stations, m various proportions , and from which the pubhc 
revenue, necessary for mternal admmistration, or for war, is 
raised 

“ (2) The portion of national mcome which can be appropri- 
ated to pubhc purposes, and the possible amount of taxation, 
are limited , and we are already far advanced to the utmost 
hmit 

“ (3) The amount of the revenue raised m time of peace ought 
to be greater than the expense of a peace establishment, and 
the overplus applied for the discharge of debts contracted in 
former wars, or reserved as a resource for the expense of future 
wars 

“ (4) In time of war, taxes may be raised to a greater 
height than can be easdy borne m peaceable tunes , and the 
amount of the additional taxes, together with the surplus of 
the peace establishment, apphed for defraymg the expenses of 
the War 

“ (5) The expense of modern wars has been generally so great 
that the revenue raised withm the year is msufi&cient to defray it 
Hence the necessity of havmg recourse to the system of funding, 
or anticipation The sum requued to complete the pubhc ex- 
penditure IS borrowed on such terms as it can be procured for , 
and taxes are imposed for the payment of the mterest , or 
perhaps to a greater extent, with a view to the gradual extmction 
of the prmcipal 

“ (6) In every yeai of war where this system is adopted, the 
amount of the public debt is mcieased, and the total increase of 

1 Hamilton, op at , especially Part HI p 129, “ Exammation of Plans for 
the Redemption of the National Debt and other Pmanoial Operations ” The 
Commissioners of Pubhc Accounts 1782-83 ennnciated the dootrme before 
Hamilton GaUatm two decades earlier m the United States enunciated this 
prmoiple in his pubhshed criticism of the Amerioan Sinkmg Fund which 
Alexander Hamiltgu Jiftd jnjtiated m imitation of Pitt’s 
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debt during a war depends upon its duration, and the annual 
excess of the expenditure above the revenue 

" (7) In every year of peace, the excess of the revenue above 
the expenditure ought to be apphed to the discharge of the 
national debt , and the amount discharged durmg any period of 
peace depends upon the length of its contmuance and the 
amount of the annual surplus 

“ (8) If the periods of war compared with those of peace, and 
the airn iial excess of the war expenditure compared with the 
annual savmgs duimg the peace estabhshment, be so related, that 
more debt is contracted m every war than is discharged m the 
succeedmg peace, the consequence is a perpetual mcrease of the 
debt , and the ultimate consequence must be its amount to a 
magmtude which the nation is unable to bear 

“ (9) The only effectual remedies to this danger are the 
extension of the relative length of the periods of peace , frugahty 
in the peace estabhshment , lessemng of the war expenses , 
and mcrease of taxes, whether permanent, or levied during 
war 

“ (10) If the three former of these remedies be impracti- 
cable, the last afiords our only resource By mcreasmg the war 
taxes, the sum requued to be raised by loan is lessened By in- 
creasmg the taxes m tune of peace, the sum apphoable to the dis- 
charge of debt 18 mcreased These measures may be followed to 
such an extent, that the savmgs m tune of peace may be brought 
to an equahty with the surplus expenditure m time of war, even 
on the supposition that the periods of their relative duration shall 
be the same for centuries to come that they have been for a century 
past 

“ (11) "When taxation is carried to the extent mentioned 
above, the affaus of the nation wdl go on, under the pressure of 
existmg burdens, hut without a contmual accumulation of debt, 
which would termmate m bankruptcy So long as taxation is 
below that standard, accumulation of debt advances, and it 
becomes more difficult to raise taxation to the proper height If 
it should ever be carried beyond that standard, a gradual dis- 
charge of the existmg burdens wdl be obtamed, and these conse- 
quences wdl take place m the exact degree m which taxation falls 
short of, or exceeds, the standard of average expenditure 

” (12) Tlie excess of revenue above expenditure is the only leal 
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sinking fund by which the fublic debt can be disohaiged The in- 
crease of the revenue, or the diminution of expense, is the only 
means by which this sinking fund can he enlarged, and its opera- 
tions rendered more effectual , and all schemes for dischaigmg 
the national debt, by smkmg funds operatmg by compound 
mterest, or m any other manner, unless so far as they are founded 
upon this prmciple, are illusory ” ^ 

The last of these is the most important, but aU the proposi- 
tions are mcontrovertible except that the first would be slightly 
modified to mclude services, and the last clause of the third, viz 
on hoards, is not now adopted by financiers Hamilton was the 
first to pomt out m the clearest possible way the fallacy imder- 
lymg Pitt’s sinking fund Undoubtedly Price’s idea that the old 
smkmg fund was accumulatmg at compound mterest and paymg 
ofi debt by its own unaided force was to some extent correct If, 
as we have seen, the fund has been mvested abioad and the mterest 
received also mvested abroad, a large annual sum would have been 
m reality beaimg compound mterest and paymg off national debt 
In the words of Hamilton “ "When Dr Price says that a debt of 
£268 milhons might be discharged m 86 years, at no greater 
expense than an annual savmg of £200,000, he overlooks the taxes 
imposed year after year, for the pajnnent of mterest , a great part 
of which would not have been needed, if that annual sum had not 
been separated from the public leveniie The Doctor’s plan 
for dischargmg the national debt by borrowmg money at simple 
mterest, m order to improve it at compound mterest, is, we 
apprehend, completely delusive He admits the absurdity of 
suoh a measure m private hie, and its absurdity m national finance 
IS exactly the same ” ^ 

Conversions 

5 The first measure of conversion m the British debt belongs 
to Walpole, although earned out by Stanhope, his successoi as 
Chancellor of the Exchequer, m 1717 In 1714 the legal rate 
of mterest for private transactions, which had been fixed at 

6 per cent m the year of Restoration, was reduced to 6 per cent,® 
but the greater portion of the National Debt stdl carried interest 
at 6 per cent Borrowmg at lower rates was not considered 

1 Hamilton, Nalional Debt, Tpp 7-11 
* Ibid , pp 139 and 141 » Act 12 Anne, atat 2, c IG 
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possible, owing to the doubtful security of the throne on account 
of Jacobite tendencies, and the irregularity m the payment of 
debt Walpole saw, however, that material advantages could 
be gained by conversion, and with the reduction of interest 
from 6 to 5 per cent a nse in the pnce of Stocks took place 
The savings thus efiected amounted to £329,000 A similar 
opportunity of efiectmg a conversion was considered m 1737, 
but was not supported by Walpole who did not wish to ahenate 
his capitahst supporters Previous to this, much of the 6 per 
cent debt had been reduced to 4 per cent through the assistance 
of the Bank of England and the South Sea Company Some 
amounts had been borrowed even at 3 per cent In 1749,’- 
when Pelham became Chancellor of the Exchequer, the holders 
of 4 per cent securities amountmg to nearly £68 nulhons were 
given the option of interest at 4 per cent for one year, followed 
by 3|- per cent for seven years (durmg which no reduction would 
take place), with a further reduction to 3 per cent after this 
period Holders of Stock were given three months to make up 
their nunds At the end of this period £54 millions of the 
4 per cents were converted, i e £39 millions An additional 
three months were granted to holders of non-converted 4 per 
cents, 2 which brought m an additional £16| nulhons The 
remammg £3J milhons were redeemed at par by a new loan 
This conversion of 1749 yielded an immediate savmg of £272,000, 
mcreasmg to £644,000 m seven years In 1818 Mr Vansittart 
converted £27 miUions of Stock from 3 mto 3J per cent in order 
to obtam from the holders an advance of £3 miUions without 
adding to the capital of the debt This form of conversion is 
exceedmgly rare In 1822 he converted Stock ofiermg £106, 
bearmg mterest at 4 per cent, m exchange for £100 of 5 per cent 
Stock Holders of nearly £160 nulhona accepted, leaving less 
than £3 millions of the Stock to be paid off, and the annual 
savmg was £1,197,000 The new 4 per cent Stock was made 
irredeemable for seven years * There were other 4 per cent 
Stocks amountmg to £76 nulhons, which were not secured agamst 

' Aot 23 Geo 11 c 1 

* Act 23 Geo TI o 22 Tinder the latter Act three months more "were 
allowed to the stockholders who did not convert under the previous Aot, hut 
the terms were somewhat different The period of 3^ per cent interest was in 
their case to last for five and not seven years 

» Act 3 Geo IV, e, 9 
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redemption, and in 1824 ^ a convement opportunity was found 
to offer the holders of Stock m exchange per cent Stock 
irredeemable for five years The offer was accepted as regards 
£70 millions and the remaining £6 millions were paid off, the 
annual savmg being £381,000 In 1830 the guarantee given to 
the 4 per cent Stock of 1822 had expired, and the Stock stood 
at 102| Mr Goulburn decided to offer m exchange for each 
£100 of Stock either £100 of 3^ per cent Stock irredeemable for 
ten years, or £70 of a 5 per cent Stock irredeemable for forty- 
two years, both these options bemg approximately of the same 
value ^ Over £160 millions of Stock was converted almost 
entirely mto 3^ per cent Stock The balance of less than 
£3 millions was paid off and an annual savmg of £754,000 was 
effected In 1844 Mr Goulburn again converted £249 millions 
of Stock At this period the funded debt consisted almost 
entirely of 3 and 3^ per cents, with a small amount of 5 per 
cent Stock created in connexion with the conversion of 1830 
The holders of the 3 per cents were offered m exchange a new 
Stock bearing interest at SJ per cent for ten years, and 3 per 
cent for the following twenty years ® Only £103,000 had to be 
paid off at par The annual savmg m mterest was £622,000 
for ten years, and double that amount for subsequent years 
In 1863 Mr Gladstone attempted to extmgmsh a smaE group of 
3 per cents amounting to £9J milhons, which were outside the 
mam 3 per cents * The option of exchangmg £100 Stock for 
either £82 10s of 3| per cent Stock guaranteed for forty years, 
or £110 at 2^ per cent Stock guaranteed for the same period, or 
for Exchequer Bonds at par, did not prove successful Only 
£1^ miEions were converted, and the remammg £8 mfihons had 
to be paid off at par, with some loss of capital, as the current 
market price of the 3 per cents was less than par This failure 
was due to the disturbmg effects of approaching war m the 
Crimea This conversion forms the nucleus of the 2| per cent 
Stocks of subsequent years In 1884 Mr Clulders made an 
unsuccessful attempt to convert 3 per cents amountmg to £600 
millions mto 2| and 2J per cents, both irredeemable for twenty- 
one years ® Only £22 miUions were thus converted, and even 

^ Act 6 Geo IV 0 24 ® Act 2 Geo IV o 13 

® Acts 7 & 8 V:ot oo 4 and 6 * Act 16 VlQt. o 23 

« Act 47 & 48 Vict. p, 23 
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of tins one-liaI£ was Feld by Government authorities Goschen, 
in 1888, seized the golden oppoitumty for a great scheme of 
conversion as evidenced by the prevaihng market conditions 
He ofiered to holders of 3 per cent Stocks, which amounted to 
£558 milhons, an exchange at par mto a new Stock bearing 
interest at the rate of 3 per cent for the first year, 2| per cent 
for the next fourteen years, and 2^ per cent for twenty years 
thereafter, i e untd 1923, when the Stock was to be redeemable 
at the option of Government Holders of the new 3 per cents 
had to accept this conversion or accept being paid off at par, 
as they were not entitled to notice It was made optional to 
holders of the other Stocks, and a bonus of 5s per cent was 
offered to them to forgo their right of notice ^ The conversion 
of the Consols and the reduction to 3 per cent were facihtated 
by a commission paid to stockbrokers, bankers, agents, and 
sohcitors The brokerage, however, was small in comparison 
with the Stocks presented, namely £234,000, representmg Stocks 
to the amount of over £312,000,000 The terms of Gosohen’s 
redemption scheme were accepted by aU holders of the new 
3 per cents and by the great majority of the holders of Consols 
and reduced 3 per cents, the amount left outstanding bemg only 
£42 milhons An Act was passed providmg for the redemption 
or conversion of the outstandmg Stock at the expiry of the 
statutory notice All the funds required for further operations 
were raised by Treasury Bdls and Exchequer Bonds, by tem- 
porary advances, and by the creation of an additional half-rmllion 
of the new Stock In the end it was necessary to pay off only 
£19 milhons The final result of the whole conversion was an 
annual savmg m mterest of £1,412,000, which mcreased to twice 
that amount after fourteen years The operation resulted m a 
considerable savmg and its simplicity had much to do with its 
success 

Conversions smce the War are of much mterest because 
Government borrowmgs were on an altogether unprecedented 
scale Bates of mterest dmmg the War years were rismg, and 
this necessitated the floatmg of debt which was defimtely redeem- 
able withm a comparatively short tune It required also m the 
later stages of the War the givmg of safeguards agamst deprecia- 
tion m order to attract the large sums which were essential With 
I Aot 51 Vict o 2 
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rare exceptions and excluding the 4 per cent and the 5 per cent 
War Loans, the whole of the British internal debt floated during 
the Wai was borrowed on terms which required it to he repaid or 
converted by 1929 at latest Conversions were either on account 
of options given m the past in prospectuses of the origmal loans 
as an additional incentive to subscribe or in response to new 
oflers Under an option given to subscribers to that issue m 
1915, about £265 millions 2 ^ per cent Consols, £137,470,000 3| 
per cent War Loan 1926-28, £8 inilhons 2^ per cent Annmties, 
and £1 million 2| per cent Annmties were converted mto 4^ per 
cent War Loan 1926-46 In 1917, when the 6 per cent War 
Loan 1929-47 and the 4 per cent War Loan 1929-47 were issued, 
an option was given to holders of 4| per cent War Loan 1925-46, 
6 per cent Exchequer Bonds 1919, 1920, and 1921, and 6 per cent 
Exchequer Bonds 1920 In 1919 an opportumty to convert into 
4 per cent Eundmg Loan 1960-90 and 4 per cent Victory Bonds 
was given to holders of 4J pei cent War Loan 1925-45, 5 per 
cent Exchequer Bonds 1919, 1920, 1921, and 1922, 6 per cent 
Exchequer Bonds 1920, 4 per cent National Wai Bonds (first, 
second, and third series), and 6 per cent National War Bonds 
This resulted m £120,617,000 bemg converted mto Eundmg Loan 
and £72,203,000 mto Victory Bonds Further examples of the 
improvement m the debt position m the post-War decade could 
be multiphed 

The capital of the debt was of secondary importance to the 
rearrangement of maturmg debts and to the hghtenmg of the 
annual burden of mterest Between Ist April 1920 and 1st 
March 1926, £1683 miUions of debts were cancelled and £1867 
milhons of debts were set up with an mcrease of £284 rmibons, 
but there was a decrease m annual mterest of £1,191,000 It 
may be said that the whole pohcy smce the War has been to 
convert short-dated mto long-dated loans, and by 1934 Govern- 
ment credit had been put on a 3 per cent basis largely owmg to 
confidence resultmg from Budget equilibrium In 1924-25 the 
mterest on the National Debt amounted to £312,100,000, and ten 
years later (1933-34) this had fallen to £215,155,000 There was 
thus a fall m the annual mterest of less than £96,945,000 Money 
rates also have fallen because the opportunity for usmg money 
remuneratively was greatly reduced by the contraction of mter- 
national finance and trade Followmg the trade depression of 
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1931, cheap money, it goes without saying, was the monetaiy 
expression of an economic condition which was m itself un- 
desirable It was an mdication not of prosperity but of industrial 
depression, smce it was due less to abundance of supply than to 
madequacy of demand The great change which has taken place 
m the maturities of the National Debt m the last decade may be 
seen from the fact that the bulk of the mternal debt is now long- 
term debt, and thus m such a form as to give no cause for anxiety 
to the Treasury The successful conversion of £2,086,977,258 
of 6 per cent War Loan to 3 per cent War Loan m 1932 
has already been referred to m the previous chapter on the 
principles of conversion Its success may be seen from the 
foUowmg table 


1 Date ot Con\eraion j 

Amount of Loan 

Dissentients 

Dissentients 

1822 

Navy’s 6’8 

149,627,876 

2,704,276 

1 9 

1824 

OH 4’8 1 

76,248,180 

6,149,246 

80 

1830 

New 4’s 

160,790,176 

2,880,915 

1 9 

1844 

3i’8 

248,767,311 

103,362 


1888 

Consol 3’8 

557,993,608 

42,000,000 

7 6* 

1932 

5% War Loan 

2,080,977,258 

165,000,000 

79 


* Plnally, £10 millions or 3 4 per cent only had to be paid off 


The central feature of British finance smce 1930-31 has been the 
very large savmgs in mteiest on debt which amounted m 1934-35 
to over £80 millions a year as compared with 1930-31, and to over 
£100 rmUions as compared with ten years ago The following 
table illustrates this fact 


The Cost of Interest and Management of the National Debt 


1025-26 

1926- 27 

1927- 28 

1928- 29 

1929- 30 


808,200,000 

318.600.000 

313.700.000 

311.400.000 

307.200.000 


1980-31 

1931- 82 

1932- 33 

1933- 34 

1934- 36 


£ 

293.100.000 

289.400.000 

265.900.000 

212.900.000 

211.800.000 


War-time Finanoe 


6 The distribution of the debt m the pre-War and post- 
war periods is seen m the following table , 
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Bhitish NationaIi Debt (m £ milhons) 



Before the 
War, 

31st March 
1014 

At the End 
of the War, 
3l3t March 
1019 

On 

31st March 
193J 

Funded Debt 

687 

318 

3376" 

per cent Gonveraion Loan 



S 

3 pel cent Gonveraion Loan 



302 

4^ per cent Gonveraion Loan 



375 

5 per cent Conversion Loan 



323 

Terminable Annuities 

30 

21 

12 

3i per cent Gonveraion Loan 



t 

3J pel cent War Stock 


03 

t 

4^ per cent War Stock 


14 

t 

4 and 6 pei cent War Stock 


2088 

t 

National War Bonds 


1636 

t 

4 per cent Funding Loan (1960-90) 



368 

4 per cent Victory Bonds 



330 

Treasury Bonds 



416 

Exchequer Bonds 

20 

384 


Savings Certificates 


227 

388 

Other debt {including American debt) 


1241 

1061 

American Loan (Anglo French) 


61 


Treasury Bills 

13 

967 

776 

Temporary advances 


466 

36 

Total 

660 

7436 

7768 

Other capital habihties 

60 

46 

216 


* Tho Statistical Abstract for the United Kingdom (Cmd «89. 1034) tor the first time 
Included these ns funded debt 
■f Converted 


The War was financed by means of 26 votes of credit spread 
over the foUowmg years 


\ear 

Votes 

Amount 
(£ mUllons) 

1914-16 

3 

302 

1916-16 

6 

1420 

1916-17 

7 

2010 

1917-18 

6 

3060 

1918 (Apiil to November) 

3 

1900 


26 

8742 


The average daily expenditure durmg the War was millions 
in 1914-15, £3| milhons m 1915-16, £6| millions in 1916-17, and 
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£7 milhoiiB m 1917-18 The percentage of loans to revenue for 
the year ended 31st March 1916 and the subsequent five years 
was as follows 

Wab Finance 

Year ended 
31st March 


1916 
1918 

1917 

1918 

1919 

1920 

The aggregate figures for the British financing of the Wai from 
1st August 1914 to 16th Novembei 1918, five days after the 
Armistice, were approximately £8662 miUions, of which loans were 
£6442 and the yield of revenue £2220 Receipts from revenue 
were, therefore, 25 per cent of the total on an average It is 
mterestmg to compare this with the total Austrahan war 
expenditure for the seven years endmg 30th June 1922, which 
was £477 millions, of which £136 millions were charged against 
revenue (28 per cent) and £342 milbons (72 per cent) agamst 
loans 

In the tables above external debt is mcluded with the internal 
debt in the total figures The external debt amounted on 31st 
March 1934 to £1036 5 millions at par of exchange, of which the 
USA Government Loan was £897 6 milhons, loans from Alhed 
Governments £134 9 mdhons, and the remamder, per cent 
twenty-year Bonds 1937, £4 1 millions The mternal debt at 
the same date amounted to £6908 6 millions, of which £1920 
millions were m 3J per cent War Loan, £742 milhons m 3^ per 
cent Conversion Loan, £400 9 rodbons m 4 pel cent Consolidated 
Loan, £299 7 milhons m Consols, and £12 millions m Terminable 
Annuities Loan The unfunded debt mcludes 4^ per cent Con- 
version Loan 1940-44, £376 4 miQions, 6 per cent Conversion 
Loan 1944-64, £323 miUions, 3 per cent Conversion Loan 1948- 
1963, £301 8 milhons, 2J per cent Conversion Loan 1944-49, 
£206 5 nuUions, 4 per cent Funding Loan 1960-90, £364 4 milhons, 
and 4 per cent Victory Bonds, £326 7 mdlions The lemamdei 
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of the unfunded debt was in Treasury Bonds (£384 milhons), 
National Savings Certificates (£389 milhons), Treasury Bills 
(£799 8 nulliona), and Ways and Means Advances (£44 9 millions) 
The figure of floating debt is still high, and is m part due to the 
fact that the Exchange Equalisation Fund was financed from 
this souice The total amoimt of the gross habilities and the 
assets of the State on 31st March 1934 were (m milhons of £) as 
follows fimded debt, £3374 3 , estimated capital hability of 
terminable annmties, £12 , and unfunded debt, £4558 8 , a total 
of £7946 2 millions less Bonds tendered for Death Duties £122 9 
mflhons, or £7822 3 mfllions To this total other capital liabilities 
arismg out of telegraphs, Unemployment Insurance Acts 1920-31, 
etc , account for £208 1 millions , or a gross total of £8030 4 
millions The assets mclude Suez Canal shares which were 
valued at £88 7 mfllions, and " other assets ” mcludmg advances 
from votes of credits to Dominions, Alhed Powers, etc , and other 
War assets amountmg to £529 5 millions, or a total of £618 2 
millions) to which the Exchequer balances at the Bank of England 
and Ireland (£2 6 millions) may be added The amount of loans 
remaming unpaid to Great Britam on 31st March 1934 was 
£2297 1 milhons , Colonies, £113 8 milhons , Belief Loans, £29 9 
millions , and othei debts, £4 7 milhons — oi a total of £2445 6 
mfllions 

There are one or two features regardmg the loans raised 
durmg the War which require special notice In the first place, for 
the first time in history Great Britam was compelled to borrow 
large sums abroad The first foreign loan was issued m New 
York m 1916 The loan was a 5 per cent five-year loan for $500 
millions The loan was repaid on maturity on 15th October 
1920 and strengthened American confidence m British credit 
Subsequently the British Government issued its own loans m 
New York, collateral security bemg provided m the form of 
dollar bonds which the British Government paid or borrowed 
from its own nationals under the Dollar Security Mobihsation 
Scheme Credits were also raised through agents of the British 
Treasury m New York m 1917 After the entry of the Umted 
States mto the War the British Government borrowed funds 
from the Umted States Government direct Loans were also 
raised m Argentma, Uruguay, Chile, Spam, Switzerland, Holland, 
and Sweden, but these were rapidly repaid, the outstanding debt 
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Bbitibh Wab Loans 



Date of Issue 

Price of Issue 

Becelpts 

t e pa(d 

Into Bank of 
England on 
Oovcrnmont 

(£ mSns) 

1 3J% Loan 1926- 
1928 

1914, Nov 17 24 

96% 

332 

2 3% Exchequer 
Bonds 1920 

1916, March 6 10 

£96 18 1 

48 

3 4J% War Loan 
1923-46 

1916, June 21 July 10 

(tender average) 

Par 

692 

4 6% Exchequer 
Bonds 1920 

1916-16, December 

Par 

238 

6 6% Exchequer 
Bonds 1919 

17 June 1 

1916, June 2 Sept 27 

Pai 

34 

6 6% Exchequer 
Bonds 1921 

„ June 2 Oct 2 

Par 

62 

7 6% Exchequer 
Bonds 1920 

„ Oct 2 Dec 30 

Par 

161 

8 6% War Loan 

1929^7 

9 4% War Loan 

1920-42 

10 6% Exchequer 
Bonds 1922 

1917, Jan 11 Eeb 16 

„ Jan llPeb 16 

„ Apr 13 Sept 22 

96% 

Par 

Par 

1 941 

National War Bonds 

11 Istr series 

1918, Oct 1, 1917- 

Par 

616 

12 2nd senes 

Maroh 31 

1918, Apr 1 Sept 30 

5% War Bonds Par 

j 

13 3rd senes 

1919, Oct 1, 1918 

4% April 122 Par 
Apr 23 Sept 30, 
ioii% 

6% Bonds Par 

j 483 

14 4th senes 

Jan 18 

1919, Eeb 1 May 31 

4%BondBl01i% 1 
6% Bonds Par 

1 70 

16 4% Eundmg 

„ June 12 July 12 

4% Bonds 101% 

80% 

216 

18 4% Victory 

„ June 12 July 12 

86% 

217 


NOTE — The amount of Issue in each case was unlimited except In the case of Nos 1 
and 2 which were limited to £360 and £50 millions respectively 
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being the War debt to America Another characteristic of 
this period, as wdl be seen from the table on the previous page, 
IS that Consols gave way to the 5 per cent War Loan issued 
at the beginning of 1917 The cash subsciiptions to the 6 per 
cent War Loan of 1917 amounted to £966 millions, and conversions 
of the earher per cent loan and Exchequer Bonds amounted to 
£1104 mdlions, malong a total of £2070 millions, which at the 
time of its conversion m 1932 amounted to £2087 millions A 
thud characteiistic was the pimciple adopted m 1915 of “ con- 
tmuous borrowmg ”, when 5 per cent Exchequer Bonds were 
placed on sale The fourth of this series of Exchequer Bonds, 
the 6 per cents, were closed at the end of December 1916 m order 
not to stand m the way of the 5 pei cent War Loan, the biggest 
loan floated durmg the War m Great Britam As early as April 
1916 Txeasury Bills m unlimited quantities were placed contmu- 
ously on sale at fixed rates to aU comers (2| per cent for thiec 
months, 3| per cent for six months, and 3| per cent for longer 
maturities) A fourth characteiistic was that theie was the 
system of tax compounding m the 4 per cent loan which was 
mtroduced along with the 6 per cent loan of 1917 m order to 
meet the mvestor who demanded exemption fiom mcome tax 
In the 6 pei cent War Loan, the National War Bonds, and the 
Fimdmg Loan a departure from the collection of mcome tax at 
source occiured, the investor being paid the whole dividend with- 
out any deduction Inteiest on the 4 pei cent loan was reduced 
to a figure which allowed tor the compoundmg of mcome tax at 
the maximum rate pievaihng The interest on the loan was not 
exempt from super-tax, and for calculation piuposes it was 
assumed that the 4 per cent mterest was the net income after the 
deduction of mcome tax at the full normal rate of income tax 
then prevailing — 5 shillings in the £ 

Lastly, the floatmg of debt (which consists of very short 
obligations such as Treasury Bills which range usually from 3 to 
6 months’ duration and Bank of England loans) was high during 
and aftei the War The average from March 1919 was £447 
milhons foi advances and £958 9 millions for Treasuries By 
Maich 1932 advances from the Bank of England were £1 8 
millions, advances from Government depaitmenta £31 9 milhons, 
and Treasury Bflls £680 2 milhons The floatmg debt on account 
of its short-dated character is held mainly by banks and not by 
VOL II 2 o 
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investora When outstanding m large amounts it becomes a very 
important factor in determimng the value of money, and it tends 
to weaken the power of the Bank of England to control local 
money conditions When floatmg debt takes the foim of direct 
borrowmg from the Bank of England, actual inflation is caused 
The maximum period of inflation m Great Britam coincided with 
the creation of Treasury Bills of over £1200 millions with large 
boirowmgs from the Bank of England on Ways and Means 
advances In the post-War period, therefore, the first step m 
brmgmg the National Debt under control was steadily to reduce 
the volume of the floating debt 



CHAPTEE XXXVII 


THE PUBLIC DEBT IN OTHER COUNTRIES 

In this chapter it is proposed to illustrate from the histoiy of debt 
m certain countries several piinciples of public debt In the 
United States debt redemption and conveision have been on a 
scale unknown in other countries, and it is important to study the 
history of the American pubhc debt from this and other pomts of 
view In Erance the troubles connected with a laige floatmg 
debt can be dlustiated perhaps better from the lustory of its debt 
than m the case of any other country of importance In Germany 
the efiects of inflation on the burden of debt are noticeable The 
public debt of Japan is of special importance m recent years, smce 
much criticism has been directed against the pohcy of resorting 
to large mteinal loans to balance the budget The accretions to 
public debt on a scale for this purpose merit study, smce the policy 
underlymg this is the very reverse from what obtams m, for 
example, another country m Asia — India In India the Glad- 
stonian prmciples followed for nearly a century require emphasis, 
as showing the advantages which accrue from a self-suppoitmg 
debt which has been administered on what may be termed the 
old-fashioned principles of sound finance In India and in 
Australia the prmciples underlymg borrowmg m a fedeial State 
are also important 

United States of America 

1 ^Vhen Alexandei Hamilton was appointed by Washington 
in 1789 as the fiist Secretary of the Umted States Treasury 
he was confronted with the problem of the National Debt In 
his Eeport on Public Ciedit submitted on 9th January 1790^ 
1 PuUic Credit, 9th January 1790 , Pubhc Oiedd, 16th January 1795 These 
two impoitant reports rank with three others equally well known National 
907 
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ke insisted that the foieign debt, amounting to $11,710,000, 
must be paid m fuU, as it had been contracted under certam cleai 
conditions Secondly, the domestic debt, the prmcipal of which 
was $27,383,000 with accrued mteiest at $13,030,000, must, not- 
withstandmg the variety of the contracts underljing these 
obhgations, also be paid m full without discrimmation agamst 
speculative buyers of depreciated securities In the third place, 
the State debts, which totalled $18,271,786, he said, the federal 
authority must assume on the theory that it would contribute to 
a more considered arrangement of national finances, and at the 
same time it would certainly contiibute to national umty The 
Funding Act, which provided for three loans to take up these 
drfterent classes of mdebtedness, was passed on 4th August 1790 
and at once stabilised the finances of the countiy The prmciples 
which Alexander Hamilton stood for are as important to-day and 
as beneficial as they weie m the year m which the Funding Act 
was passed To carry out these principles he had to meet 
with stubborn anti-Federabst opposition He stood for federal 
stability, and thought m terms of Federal authority as did Madison 
of State authority and Jefferson m terms of mdmdual welfare 
“ The only enemy ”, he said, “ republicamsm has to feai m this 
country is m the spirit of faction and anaiohy ” He organised 
the Treasury and carried through the scheme of frmduig which 
proved so beneficial notwithstandmg the criticism from some later 
authorities Adams, for example, held the view that, “ It is a 
serious criticism upon the financier who funds a senes of floatmg 
obhgations or who converts a funded debt that any reasonable 
pohcy of debt payment should thereafter be embarrassed by the 
terms of the contract m the newly created obhgations The 
conversion of a debt should be regarded as an opportunity for 
brmgmg the debt under control so far as ultimate payment is 

Banh, 13tli December 1790, Estabhaliment of a Mint, 28th January 1791 , and 
Encouragement and Protection of Manufactures, 6th December 1791 [Vide 
Lodge’s edition, New Yoik, 1883, vol u , “ Finance and Taxation ” , vol m , 
“ Fmance, Taxation, and Commercial Relations ” Cf Amencan Stale Papers, 
vol 1 ) “It wiB be the truest pohcy of the United States to give all possible 
energy to pubho credit,” said Hamilton, “ by a firm adherence to its stiiotest 
maxima, and yet, to avoid the lUs of an excessive employment of it, hy tiue 
economy and system m the pubho expenditure, by steadily cultivating peace, and 
by usmg smcere, efficient, and persevering endeavouis to dummsh piesent 
debts, prevent the accumulation of new, and secure the discharge withm 
a reasonable period of such as it may be at any time a matter of necessitj to 
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concerned The inndmg scheme of Alexander Hamilton and the 
refunding progiamnae of Secretary Sherman are abke open to 
ciiticism from this pomt of view ” ^ The manner m which the 
public debt of the Umted States has been reduced from time to 
time notwithstandmg the gieatei mcrease m population and ivealth 
over long periods is seen in the followmg tabic 


Nation iL Debt op the United States 


Debt 
(S million 

1790 
1706 

1812 (Wai, 1812-14) 

181(1 
1819 
1825 
1832 
1835 

184b (War, 1846-47) 

1862 
1857 
1860 
1861 
1862 

1863 

1864 

1865 
1876 
1886 
1890 
1805 
1900 


Debt 


(? millions) 

1906 1132 

1910 1147 

1913 1193 

1914 1188 

1916 1191 

1916 1226 

1917 (War, 0th April) 2977 

1918 (Armistice, 11th Nov ) 12,244 

1919 25,482 

1920 24,298 


23,978 

22,004 

22,360 

20,616 

16,931 

16,801 

19,487 

22,619 

27,063 

31,087 

34,239 


75 

84 


Debt extmgmshed 


2166 

1678 

1122 

1097 

1263 


1923 

1926 

1929 

1931 

1932 

1933 

1934 

1935 

1930 


Duimg the administration of Gallatin the debt was leduced m 
spite of the Louisiana pmchase The public debt fell m 1812 to 
$45,200,000 The debt leapt up durmg the uar of 1812-15, 
when no less than 92 pei cent of the war expenditure ($64,300,000 
out of $70,000,000) was met from loans, a percentage even less 
satisfactory than that of France m the recent Great A¥ar As a 
consequence of the war the pubhc debt rose to $127,334,000 m 
1816 Durmg the years 1816 and 1 817 much of the debt was paid 
off, but bad yeais followed and expensive long-term loans were 
floated After 1825, however, the finances were m so favouiable 
a condition that a reduction in the size of the debt was success- 
fullv made By 1833 the debt was so reduced that it was 
' Adams, Finance, p 655 , of his Public Debts, p 226 
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redeemed by the year 1835 The mcrease m the Civil Wai, 1861- 
1866, IS dearly seen Irom the table above The fiscal year 1862- 
1863 was the darkest m Ameiican history Bonds were unsale- 
able even at a discount at home, and abroad American credit 
was at lowest ebb The lessons learned from the issue of mcon- 
vertible paper have not been forgotten In 1865 the debt had 
leached a level that was not touched untd the United States 
entered the War in 1917 The maximum was reached m August 
1865, $2758 millions, as agamst $2977 milhons m 1917 Of 
$2758 milhons the greater portion was m the form of floatmg 
debt ($1276 milli ons) and mconvertible paper ($460 mdlions) 
The fimded debt amounted to only $1110 nullioiis A sinkmg 
fund law was passed in 1862, but it did not become operative 
until 1866, as there was no real surplus In 1868 the temporary 
debt was paid, and henceforth repayment and conversion were 
possible The rates of mterest fell towards the end of the century 
In 1890 the debt was $1122 miUions, and m 1895 the debt was 
$1097 millions In the fiist year of the present century it was 
$1263 miUions, in 1910 $1147 millions, and m 1916, the year 
previous to America’s entry mto the War, $1126 millions The 
great mcieases from 1918 to 1920 are brought out in the state- 
ment above, for m the fiscal years endmg 30th June 1917, 1918, 
and 1919 the lespective additions to the debt were $1,760,473,000, 
$9,268,010,000, and $13,238,406,000 On 31st August 1919 the 
high-water mark of $26,596,700,000 was reached, a level not 
exceeded before 1934 Almost all tbe War-time mdobtednes is 
m tbe form of bonds and is held by Umted States citizens 
Immediately after the War the Treasury, following a great 
tradition, set about reducmg the total debt, and for some years 
this averaged about $900 millions, so that by 30th June 1930 
the National Debt had been lowered to $16,185,308,000 The 
Secretary of the Treasury m his Eepoit m the year 1926 estimated 
that, at the then rate of retuement, the domestic debt represent- 
mg War expenditure and excluding that part of the debt that 
covers the loans to the AUies, will have been discharged by 1944 
If these debts were to be repaid over a 62-year period, z e at the 
same late as was provided for m the Fundmg Agreements with 
debtor nations, the interest charges would have amounted to over 
$16,126 milhons, as compared with $4042 mfihoDS if the debt 
has been discharged by 1944, and the total payments would have 
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aggregated $24,839 millions against $12,755 millions By a 
reduction of about 70 per cent of the period of maturity of the 
domestic debt it was calculated that there would be a reduction 
in the total payments of approximately 50 per cent While the 
Eederal debt may bo repaid withm a fauly short peiiod, State 
and local debts which are productive on the whole and therefore 
analogous to the capital mvested m corporations m so far as they 
jaeld then own mterest need not be repaid, at any late withm a 
period less than the duration of the work or works m which the 
capital IS mvested The prospect of this rate of decreasing the 
annual debt was greatly mterfercd with by the crisis of 1930-31 
Debt reduction, of course, depends upon the Government’s ex- 
penditure and upon its tax pohcy The followmg table shows 
the composition of the Umted States public debt at the end of 
the fiscal year 1934 The large mcrease m the debt duxmg and 
smce the War is stiikmg The mterest payments may be com- 
pared m sme with the pre-War issues 


PuBLio Debt or tee TJhttbd Statps on 30th Junp 1934 


lalerest beanng debt — 

Pre Wai issues 
Libeity loans 
Post War issues 
Treasury notes 
Certificates of indebtedness 
Treasury saving certificates 


S 

831,360,370 

6,343,774,260 

9,332,732,360 

6,931,660,900 

1.636.045.000 

1.404.035.000 


Total mterest bearing debt outstandmg 
Matured debt on which interest has ceased 
Outstandmg debt bearmg no mterest 
Total gross debt 
Interest paid durmg fiscal year 


26,480,487,870 

64,266,830 

518,386,714 


756,617,127 


The total debt is less than that of France and also of Gieat 
Biitam, although the Umted States is the wealthiest of the 
thiee Powers ^ 

The loan pohcy of the Umted States Government durmg the 
years 1917 and 1918 and subsequently is as noteworthy as it was 
successful In the first place the flotation of the four Liberty 
Loans m 1917 and 1918 and the Victory Liberty Loan of 1919 is a 
permanent wonder to many students of American finance The 
total amount issued, accordmg to the Annual Report of the 

’ For the uealtli of these three countries see Table XXVI 
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Secretary of tke Treasury, was nearly $21,433 millions, and on 
30th June 1922 the amount outstanding was $17,087 iruILions 
The success of the fourth Liberty Loan m October 1918 (tj per 
cent Bonds of 1933-38), when $6965 nulhons were issued, was the 
greatest financial achievement m the history of any country It 
not only reflected the strength of the Umted States financially, 
but also the wonderful War Loan orgamsation that was perfected 
by the Central Liberty Loan Committee m each of the 12 Federal 
Reserve Districts The leadmg financial, mdustrial, commercial, 
and professional men were on each Central Committee These 
committees met daily and had also the assistance of women 
Similarly cities and villages had their committees, and if the 
daily returns showed that cities or villages were behmd m their 
allotted quotas speakers of repute were sent to rouse the lethargic 
m this campaign of education It is estimated that at the end 
of the War at least 20 nuUions, and perhaps even 26 millions, out 
of a total population of 106 nulhons were holders of Liberty 
Bonds Every effort was made to draw the borrowmgs from 
actual sannga and to get the securities mto the hands of mvestors 
In June 1921, accordmg to reports fiom banks domg over 40 per 
cent of the commercial bankmg of the country, only a very small 
proportion of the long-term loans. Victory notes, and Treasury 
certificates were pledged with these banlcs as security Secondly, 
the use of Government paper money was avoided and bank credit 
used mstead Inflation, which is difidcult m war to avoid, was 
kept to a mini mum by (1) the restriction of credit to essentials , 
(2) the inculcatmg of thrift either m the form of payment to the 
Liberty Loans from current savmgs or m the eschewmg of luxuries 
of all kinds by taxation Thirty-two per cent was, moreover, paid 
from taxation accordmg to the data given m the Aurmal Report 
of the Secretary to the Treasury for 1920 The net War expendi- 
ture to 30th Jime 1920 was $33,465 nulhons, and the excess of 
the annual tax revenue over the normal tax revenue was $10,703 
nulhons An independent authority estimates these figures at 
$35,428 nulhons and $11,819 nulhons respectively Thus one- 
thud of the cost of the War was obtamed from revenue and 
two-thuds from loans, a strikmg contrast with many leadmg 
European countries, and this at a time when Federal revenues 
were completely changed by the mtroduction of mcome and 
profits taxation and a Federal estate tax which made the tax 
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system direct and progressive m place of, as an American wiiter 
terms it, mdirect and regiessive Thirdly, the use of termmahle 
secuiities with maturities not exceedmg thirty years issued every 
SIX months at rates ]ust high enough to attract savmgs was 
markedly successful Conveision privileges were also not over- 
looked In order that these large Bond issues should not he too 
much of a stram on the market, they were preceded by almost 
monthly issues of floatmg debt which were to be taken up by 
Liberty Bonds or payment of taxes To reduce stiU further 
tightness of credit by the concentration of funds m Government 
Treasuries, and to compensate banlvs for their trouble, banks 
subscribmg to Government loans held their subscriptions as a 
credit on Government account until the funds were called for by 
Government This was known as "payment by credit” Lastly, 
a smkmg fund of 2^ per cent of the aggregate total of the loans 
outstandmg on 1st July 1920, less the amount invested in foreign 
Q overnment securities, was estabhshed by an Act of Congress dated 
3rd March 1919 This was a guarantee which mcreased the confid- 
ence of the mvestmg pubhc and is an interesting example for some 
other countries to follow 

Fkance 

2 Before the War the French d ebt was the largest m the world 
Just after the War, m 1920, it was also the largest, but after the 
devaluation of the fianc in 1926 the National Debt of both Great 
Britain and of the Umted States expressed in sterling or doUais 
was larger The burden of the debt has already been referred to 
m Chapter XXXIII The debt problem of France is not a new 
one The troubles of some of the post-War years, such as 1926, 
may be, rvith reason, compared with those of the Revolution when 
assignats were issued from the prmtmg-press too freely, a flrght 
from the cmrency having its effect m both cases on the National 
Debt The distrust which was universally felt m the ability of 
the Government to fulfil its monetary obhgations and to restore 
the credit of the country abroad is tjrpical in both cases, and 
IS illustrated m the first table on the following page^ In 

1 Cf \on Sybel, \ol iv p 334, quoted by Kemmeiei on Money (New 
York, The Maonullan Co , 1935, p 193) “Money, which uas forineily sought 
bv eveiy one, was now passed from hand to hand like a piece of hot iron 
eveiy man endea\oiired to got iid of it, in any legal wav, for a tolerably 
secure possession ” 
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1926 tte “ camouflaged ” loans from the Bank of France and the 
“ camouflaged ” mflation sowed the seeds of lastmg evils and left 
a very embarrassmg task to successive Governments Budget 
diseqwflibrium and a laige floatmg debt brmg about uncertamty 
and lack of confidence m a country’s finances, and this was true 
of France m 1926 as it was m later years when the Budget deficits 
were unusually large Thus the Budget deficit in 1932 was over 
6 milliards of francs (£67 millions), and m 1933 6 9 miUiards of 
francs (£82 nulhons) ^ There was also a large floatmg debt in 
both yeais which was mamly lesponsible for the difficulties which 
arose with the onset of the world trade depression 


icar 

Assignats In 
Terms of 
Sterling 

Year 

Francs in 
Terms of 
Sterling 

1789 

26 56 

1919 

31 80 

1790 

26 66 

1920 

62 76 

1791, Tanuary 
„ July 

27 72 

1921 

51 92 

28 99 

1922 

64 63 

1792, January 

35 03 

1923 

75 73 

.. July 

4136 

1924 

86 27 

1793, January 

49 46 

1925 

103 02 

•> July 

109 67 

1926, end of Aptil 

162 

1794, January 

63 06 

„ middle of May 

164 

July 

1795, January 

74 19 
14014 

„ May (third weak) 

177 


The inciease m the French Debt, as compared with that of 
earher periods, is seen from the foUowmg tables 


PBBNon Nationai, Debt 


Year 

Total Debt 
(millions) 

Annual Debt 

(mililMia) 


Francs 

Francs 

1713 

1,200 


1763 

2,760 


1793 

800 


1800 

725 


1814 (lat Apnl) 

1,275 

76 

1816 

3,600 


1830 

6,182 

223 

1848 

6,600 

1 

1862 

6,639 

262 

1868 

12,383 

382 


^ Average rate of the year If the par value were 
be £49 and £65 millions respectively 


taken, the figurm would 
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Ebenoh National Debt — Continued 


year 

iotal Dtbt 
(mlllionh) 

(millions) 


Frants 

Frants 

1876 (1st January) 

19,900 

760 

1883 

27,401 

1,121 

1887 {1st January) 

24,676 

850 

1893 

30,313 

1,039 

1895 

26,975 

826 

1900 

27,150 


1903 

30,799 

924 

1913 

32,976 

966 

1920 

177,872 

11,000 

1921 

222,204 

10,469 

1922 

242,108 

11,860 

1923 

260,084 

10,796 

1924 

270,708 

10,796 

1925 (Both April) 

286,176 

14,797 

1930 

482,179 

14,007 

1931 

480,822 

13,195 

1932 

459,746 

9,168 


On the 31st oi Maich. 1932 the distribution of the debt between 
fixed or funded debt and floating debt was as follows 

Fbenoh Public Debt 



list March 
I'Jdl 

(millions) 

31st August 
1031 • 
(millinns) 

Internal debt — 

Francs 

l-ranc3 

1 Fixed debt 

243,846 2 

261,891 

u Floatuig debt 

40,469 

63,929 

Total 

284,315 2 

316,820 

External debt (Inter governmental and 
oommeioial 

175,430 4 

196,011 

Grand Total 

469,746 6 

611,831 

Sterling at par (Fr 124 21 = £1) m miUione 

= £3,701 

= £4,121 

Sterling at average rate of the year m milbons 

= £5,164 1 

= £6,671 1 

Service of debt Fr milbone 

9,168 4 t 

10,818 6 t 


* Subject to rotlsloE 

t Average rate o£ excbonge for 1032 and 1934 was 89 21 and 76 72 francs per £ 

X Expenditure of the general budget only Debt service effected by the Amortisation 
Fund (e a m 1932 Francs 11,744 5 millions) is excluded 


It lb not possible here to comment at length on these tables 
The mam lessons of the French public debt, the mcrease m debt 
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due to extiavagance and wais, and the direction of financial 
policy under a senes of veiy able mimsteis, are well desciibed m 
the five volumes of the Histotie fimnoieie de la France depms 
1775 1 by Marcel Marion of the College de France Even before 
the Revolution Loma XV (1715-71) mcreased the State debt in 
spite of the assistance of such financiers as Turgot (appointed by 
the King Conti oller-General and Mmistei of Finance in 1774) and 
Necker (who was Duectoi-General of Fmance m 1788, and the 
author in 1781 of the weU-knoivn Conipte rendu presents au roi 
and L'Admimsttation des finances de la Fiance (1784), which is 
still consulted to-day Gambon, the Fmance Mmister undei the 
Revolution, consolidated the debt All the debt was mscribed 
m a giand livie of the public debt which was taken to be con- 
clusive evidence of the claim Until Febiuary 1796 mterest was 
paid m assignats at their face value But the assignats had been 
punted m such quantities — ^the total issues being 400 millions of 
fiancs in 1789, rising to over 3750 millions of francs in 1790, and 
to no less a figure than 45,500 nulhons by 1796 — ^that they became 
worthless eaily m 1796 The salaries of public officials even when 
raised thirty tunes had still no puichasmg power A ]udge, we 
aie told, m the district of the Seme died of hunger Officials 
went on strdce and the pubhc admmistiation was completely 
disorganised The actual value of the notes was ultimately less 
than the cost of manufacture, and thus there was no advantage 
in jnmtmg them The cngravmg plates and printing presses 
where they were prmted were pubhely destroyed in 1796 Barter 
had to be resoited to m place of a money economy In April 
1796 the new land notes which had taken the place of the previous 
assignats did not circulate and were not worth by the end of that 
year moie than 20 per cent of then face value These notes, how- 
ever, being accepted by Government at a defimte value m pay- 
ment foi land led to a curious result The Goveinment sold 
wooded land for the price of a few trees on it and the demonetisa- 
tion of these land notes became accordingly inevitable The 
lesson from this depreciation of the currency on mterest payments 
of the public debt is obvious, and recalls the violent fluctuations 
m 1925-26 when the fianc depreciated in terms of sterlmg m 
much the same degiec as did assignats in sterling m the years 
]ust previous to 1796 After this date mterest was paid m 
1 Pans, 1914^28 
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assignats at the rate of 10 francs for each franc of interest due 
Assignats were called m in July 1796 Interest was thereafter 
paid one-fourth in cash and three-fouiths in bdls on the national 
domains In 1797 it was proposed to pay one-thud of the 
seivice of the debt, oi 86 mdlion francs, and to pay off the 
capital itself of the lemaming two-thuds in national domains 
The third retamed or the “ consohdated thud ” was declared to 
be “ exempt from aU stoppage, present or future ” The other 
two-thuds were paid off at the rate of 20 tunes the annual mterest 
m notes receivable for national domams As the creditors were 
requued to buy lands, these two-thuds constituted a loss to the 
poor who could not afford to purchase lands Under Napoleon 
(1804-18) the finances were set m order by two great men, 
Gaudm, who is the father of the modem system of French 
financial admimstration, and MoUien, Mmister of the Treasury 
m 1806 In his MSmoires relaUfs d la Rivolution, d VEmpiie et d 
la Restauration ^ Gaudm gives the secret which guided him “ The 
spnit of order is the first desideratum m financial admuustiation , 
it applies to everytlung and embraces both men and thmgs ” 
The country had never an abler, a more resourceful and yet moie 
prudent and uniformly efficient Mimster of the Tieasury than 
MoUien Both these toanciers served Napoleon after “ the brow 
of the Emperor broke through the thin mask of the consul ”, 
because, as Goethe said, “ under his orders men were sure of 
accomphshmg their ends ” As proof of this one need only 
compaie the National Debt in 1814 with that of Gieat Britam, 
and also the subsequent history of the French debt durmg the 
nmeteenth century The smallness of the debt m 1814 on the 
fall of the Empue as compared with that of Great Britam shows 
to a great extent the very able administration of financiers hke 
Gaudm and Molhen Durmg the revolution of August 1830 the 
mdenmity levied on France, the payment to the aimy of occupa- 
tion, and the payment to compensate the old nobility mcreased 
the debt Some of the debt was converted m this period as m 
1824 m 4rl per cents and m 3 per cents Five per cent Stock m the 
thud decade of the nmeteenth century was no longer the order 
of the day The French debt mcreased durmg the Orleamst 
djmasty and under the Second Empire Durmg the reign of 
Napoleon III short wars, such as the Crimean War, the Itahan 
1 Pans 182G 
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War, and the Chinese War, took place and m this period also 
large sums were spent on pubhc works which necessitated laige 
borrowings In 1852 the 5 per cent rentes were converted mto 
^ per cents, and m 1862 the per cents were reduced to 3 
per cents The first conversion resulted in a saving of mterest, 
while the second added largely to the capital of the debt The 
war of 1870-71 added 9 milliard francs to the debt and increased 
the annual debt charge threefold Nearly half of this mcrease 
m debt was due to the pa 3 nnent of an indemnity of 6 milliard 
francs (or £200 milli ons) to Germany Loans to the extent of 8496 
mdhon francs were created between August 1870 and July 1872, 
and for this the amount received was 6803 million francs, and 
the annual interest amounted to 400 miUion francs Under the 
Third Eepubhc the pubhc debt of France was agam mcreased, 
especially by Freycmet, whose scheme for pubhc works, mcludmg 
railways, was very ambitious Hallways, telegraphs and tele- 
phones, highways and waterways were constructed from direct 
loans or subventions from the State or by State guarantees of 
company issues In 1883 the conversion of 6 per cent ') antes mto 
4| per cents yielded an annual savmg of 34 milhon francs 
without any mcrease m capital Further conversions were 
earned out m 1887, 1894, and 1902 

In the pre-War year the debt had mcreased to 34 milliards of 
francs The mcrease from 3 6 milhard francs at the close of the 
revolutionary period to 34 milhard francs m 1913 may be esti- 
mated to be due to two-thirds from war and one-third on account 
of the construction of public works such as railroads, canals, 
docks, samtary works, and the buildmg of schools 

When the Great War began, the French Government did not 
obtam the smews of war from taxes Before the outbreak of 
hostihties French finance was abnormal The Budget did not 
balance, and above aU the system of taxation was much out of 
date The mcome-tax, which had been voted a few days before 
the outbreak of war,^ was not put mto operation untd 1916 ^ 
When the mcome-tax. War profits tax,^ and the mihtary W ar tax ^ 

1 Law of 16th July 1914 

’ Came into effect from let January 1916 This was supplemented by the 
law of 31st July 1917 

^ Law of 1st July 1916 

* Paid by those exempt from mihtary aorvioe, and levied as an moome tax 
(lau of doth December 1916) 
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weie introduced, tLey were weakly applied, and the receipts from 
taxation were insufficient for the War and post-War Budget The 
laws of December 1916 and 1917 did mdeed increase taxation, but 
not on a scale bke that m Great Britain or the United States 
It IS mteresting to see how this war expenditure was 
met A reference should be made to the table below, where the 
statistics of consohdated debts, floatmg debt, foreign credits, and 
banlc advances are given 


Ebanoe’s Receipts, 1914-1919 


Ordinary receipts — 

Taxes, Government monopohes and 
enterprises 

Extraordinary receipts (Loans) — 

(а) Internal debt — 

Consolidated debt 
Other internal debt — 

(a) Shoit term Bonds and 

Treasury Bonds 

(b) Bank of Ikanoe and Bank 

of Algena advances 

(б) External debt — 

Foreign credits 


Milliards 

(thousand million) Per Cent 


31 16 


63 26 


49 1 
26] 


74 


33 17 




84 


Grand total 


191 100 


From this table it will be seen that the ordmaiy receipts from 
taxes. Government monopohes and enterprises were only 16 per 
^ The general moome tax was increased by the laws of 30tli December 1916, 
31st July 1917, and 29tli June 1918, the War profits tax by the laws of 30th 
December 1916 and Slst July 1917 The mheritanoe tax was increased by 
the law of 31st December 1917 Several assimilated taxes and the secunties 
tax were increased by the law of 30th December 1916 Indireot taxes on 
alcohol, sugai, hght alcoholic heveiages, chicory and coffee, vmegar, matches 
and tobacco (Government monopolies) were mcreased m regard to matches by 
the laws of October 1917 and Blay 1919, and tobacco by laws of 30th December 
1916 and January 1918 and May 1919 Postal, telegraph, and telephone rates 
were mcreased by the law of 30th December 1916 To the category of now 
taxes belong the consumption taxes on colomal produce, mmeral waters, patent 
medicines, and amusements (law of 30th December 1916), the tax on oomineioial 
payments and luxuries (law of Slst December 1917 and 28th June 1918), and 
the special tax on goods shipped mto and from the country under special 
licenses (decree of 15th June and law of 29th September 1917) In spite of 
these mcreaaes m existing taxes and the imposition of new taxes, the tax 
leveuue was q^uite insuffioient 
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cent, the remaming 84 per cent having been obtained from loans 
The proportion of borrowings to taxation in the case of France is 
veiy much higher than in the case of Great Britain or America 
The floating debt (mcluding advances of the Bank of France and 
the Bank of Algeria, which may be regarded as m the nature of 
floating debt) shows the large proportion of this debt relatively 
to the consohdated debt The advances fiom the Bank of Fiance 
have been much reduced by the revaluation of the gold bulhon in 
virtue of the Monetary Law of 25th June 1928 

The War was financed through the advances of the Banks of 
Issue, short- and long-term National Defence Bonds, and foreign 
securities The Government procured its resomces mamly by 
short-teim debt and floatmg debt Long-term National Defence 
Bonds were raised m Febiuaiy 1915, and weie to have a currency 
of ten years, the rate of interest bemg 5 per cent In 1917 a new 
type of Bond was issued, known as “ Obligations de la Defense 
Nationals ”, which were to mature at the end of five years They 
were m reahtjr redeemable at the end of the first year Theie 
were four State loans issued durmg the War and several others 
aftei the Armistice The Four Consohdatmg Loans of the 
National Defence were floated in 1916, 1916, 1917, and 1918 
The post-Arrmstice loans of long-term nature were floated in 
1920, 1925, and 1927 The first consolidated debt foimed a part 
of the short-term debt m 1915 An unlimited loan was issued m 
the form of leirfes perpituelles, i e annuities redeemable at Govern- 
ment option by repayment of the capital sum ^ The mterest was 
5 per cent, and the issue price 88 francs They were not to 
be redeemed before 31st January 1931 The nommal amount 
subscribed was 16 milliard francs, and the amount realised 13 
milliard francs, of which nearly half was paid m cash In Sep- 
tember 1916 a similar loan was authoiised at 87 5 francs This 
loan also was medeemable before 31st January 1931 The 
nommal capital subscribed was 11^ milliard francs, and the 
amount reabsed 10 rndhard feancs, of which more than half was 
in cash In October ^ 1917 a third loan, not redeemable before 
1st January 1943, was issued The rate of interest was 4 per cent, 
and the issue price 68 6 francs As m the case of two previous 
loans, there was no fixed date of maturity The amount sub- 
sciibed was nearly 15 miDiards, and the amount lealised 10 
1 Law of 16th November 1915 ^ Law of 26th October 1917 
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miUiard franca, more than haK of which was m cash The fourth 
and last Consohdated Loan during the War was issued at 4 per 
cent, and the issue price of this was 70 8 francs The redemption 
was not to take place before 1st January 1944 This loan was a 
great success, the nominal capital subscribed bemg 30J milliard 
francs, and the amount realised being almost 22 milliard francs 
The payments m cash, however, were only one-third (7 milliard 
francs), the payment m Treasury bills bemg 13 milbard francs 
This fourth loan was thus a consohdatmg loan to a greater extent 
than its predecessors The combmed result of the four great 
National Defence Loans was that 56 milliard francs were obtamed, 
representmg a nommal subscribed capital of 72 milbard francs 
and an annual mterest charge of 3 milliard francs 

Notwithstandmg these loans the position showed that there 
was the necessity of cuitaibng both the short-term and the fioatmg 
debt which had mcreased from the outbreak of war Tbe sub- 
scriptions to the short-term National Defence Bonds (“ Bons de 
la Defense Nationals ”) amounted to nearly 30 milliard francs 
The issue of these bonds was authorised by a decree of 13th Sep- 
tember 1914 The mterest was payable m advance at 4 per cent 
foi the three months’ issue, and at 5 per cent for tbe six; months’ 
and one year issues The ordmary Treasury bills which earned 
a lower rate of mterest were not subsciibcd for until 1918, when 
two m i n isterial decisions mcreased the mteiest on them to 3 per 
cent for those r unnin g from one to less than two months, 3 6 per 
cent for those r unnin g from two to less than three months, 4 5 per 
cent for those r unnin g from three months to less than one year, 
and 6 per cent for those ruiinmg from one yeai In 1919, owmg 
to these provisions, the subsciiptions to the ordinary Treasury 
bills mcreased to more than 600 imlhon francs 

Advances made by the Bank of France and the Bank of 
Algeria were 24,600 milhon francs m the case of the Bank of 
France, and 395 milli on francs m the case of the Bank of Algeria, 
or a total of 24,995 milli on francs between 1914 and April 1919 
These advances were made at the rate of 1 per cent interest for 
the period of the duration of the War and one year followmg, and 
3 per cent mcludmg the amount requued for gradual repayment 
thereafter The first advance was made m accordance with a law 
passed shortly after the outbreak of hostibties, which ratified a 
clause m the convention concluded with the Bank of France on 
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lltli November 1911, whereby the Bank of France boimd itself 
to advance a sum of 2900 miUion. francs to the Government m the 
event of a mobdisation The amount of the advance was mcreased 
to 6 mithards by a convention concluded on 21st December 1914 
and ratified by the law of 26th December 1914 This was 
mcreased to 9 milhards m 1916 (law of July 1915), 12 and 16 
miUiards m 1917 (laws of 16th February and 4th October 1918), 
and 21 milliards m 1918 (law of 7th June), 24 and 27 miUiards m 
1919 (laws of 6th March and 17th July) Similar conventions were 
concluded with the Bank of Algeria from 6th September 1916, 
when the advance was mcreased from a maximum of 200 millions 
to 300 mfihona and then to 400 nulhons (law of 8th October 1918) 

The Government of France, in addition to long-term debt and 
short-term debt m National Defence Bonds, and Treasury bdls, 
and floatmg debt m the form of Treasury bdls and National 
Defence bonds as well as bank advances, obtamed foreign loans 
which constitute part of the consohdated debt of the country and 
a small part of the floatmg debt This debt is divided into two 
distmct categories (1) the mter-governmental loans and (2) the 
commercial debt (loans raised m Great Britam, the Umted States, 
together with certam banlc credits abroad) At the end of the 
fiist quarter of 1919 the Treasury bdls discounted by the British 
Treasury amounted to 11 484 miUion francs, whde those accepted 
by the Bank of England amounted to 1639 milhon francs The 
United States loan operations mcluded the issue of ordinary 
Treasury biUs, a Franco-Biitish loan made m 1916 at 5 per cent, 
the proportion of France bemg 1243 milhon francs, an advance 
of 10 milhon dollars made by a group of American banks at 7^ 
per cent, which amounted to 618 mflhon francs, a credit of 427 
million francs from loans of French cities (Paris, Lyons, Marseilles, 
Bordeaux), and lastly, advances made by the Umted States 
Government at 4 per cent, totaUmg 12,710 miUion francs at the 
begmmng of 1919 By 31st Maich 1932 the commercial debt 
was 5256 3 milhon francs, the lemamder of the foreign debt 
(170,174 1 miUions) bemg War debt owed to the United States 
and Great Biitam 

The great financial difficulties m 1925 and the fiirst half of 
1926 were due to the fact that when the short-term loans matured, 
both bonds and obligations were presented for payment, and in 
consequence the Government was forced to borrow heavily from 
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the Bank of France The mcrease in the debt in recent years, 
especially in the floating debt, is noticeable This floating debt 
IS largely the consequence of unbalanced Budgets which in the 
years immediately following 1931 amounted, as we have seen, to 
very large sums The amortisation of the debt is earned out by 
means of the Budget and also by the Autonomous Fund, which 
receives and cancels long- and short-term securities m payment 
of Succession Duties and taxes on the first tiansfer of property 
There has been an mcrease m debt due to the necessity of con- 
solidatmg (as in 1927) the short-term debt as it matures, and to 
the msuflflciency of revenue to meet pubhc expenditures Public 
debt also mcreased owmg to issues foi fina ncing reconstruction 
which weie not covered by cash payments or dehveries m kmd 
under the Dawes Plan The War damage was appioximately 
estimated at 85 8 milhards of fiancs, and up to 1st January 1928 
76 9 milliards were paid The balance, approximately 10 
milliards, was m 1928 still to be paid Owmg to lack of Budget 
balance the repayment of debt has not been effected m such a 
way as was anticipated when the Autonomous Fund was founded 
on Ist October 1926 At the time of the crisis at the end of July 
1935 the pubhc debt, includmg life annmties, was costmg the 
State 26 miUiaids of francs per annum, which is 60 pei cent of the 
Budget of 42 milliards, excludmg the so-called “ Treasury 
Budget ” of nearly 20 milhards which contained a good deal of 
recurrent expenditure The French public-debt problem, m 
short, is closely linked up, as m other countries, with the 
budgetary problem 

Germany 

3 The pubhc debt of Germany is of interest m view of the light- 
ness of the debt burden consequent on inflation, and also because 
of the methods taken to mdemnify to some extent those holders 
of Government Loan before the depreciation of the mark The 
comparative hghtness of the debt burden has abeady been dealt 
with m Chapter XXXIII The pubhc debt and the debt 
service per head of population are comparatively low The 
mternal debt, howevei, since 1931 has increased remarkably, 
as will be seen from the followmg table The mcrease m 
the floatmg debt has been accompamed by a decrease m the 
external debt 
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The Public Debi or Gbiimany * 


(In niiUions of marks) 


Vcar 

rucmaiucbt 

E\tcrntil 

Debt 

Total 

Fundcil 

Floating 

Debt 

Total 

1913-14 

1918-19 

1921-22 (31st March) 
1029-30 

1930- 31 

1931- 32 

1932- 13 

1933- 34 

4,918 

92,396 

80,600 

7 622 4 

7 619 0 
7,724 3 
7,775 3 
8,416 8 

240 
61,056 
281,600 
1,899 0 
1,165 1 
1,193 4 
1,514 4 
1,931 4 

6,158 
156,452 
302,100 
9,621 4 
8,784 1 
8,917 7 I 
9,289 7 
10,147 2 

853 7 
3,305 5 
3,219 6 
3,041 6 
2,059 9 

5,168 
156,452 
362,100 
10,376 1 
12,089 0 
12,137 3 
12,331 3 
12,407 1 


• The figures given do not include other debts prior to tlie stabilisation orrepmatior 
liabilities 


The debt service does not include the interest and ledemption on 
the Dawes and the Young loans, which approximatelj amount to 
90 million marks per annum Owmg to the severe miiation, the 
service of aU debts m paper marks due by the Eeich and the 
Lander was discontmued m Febiuary 1924 ^ The funded debt 
for the year ended 31st March 1922 amounted to 80,600 million 
paper marks and the floatmg debt to 281,500 million paper 
marks In July 1925 most of the old loans were converted mto a 
new “ loan liquidation debt ” at rates varymg according to the 
nature and yeai of issue of the old debt The basic rate was 25 
gold marks to 1000 marks of the old nomuial amount Until the 
reparation Labilities were paid the new securities were not to 
yield mterest or to be amortised Those who were able to prove 
that they were owners of their secmities before July 1920, or that 
they had acquned them before July 1923 in consequence of a legal 
obligation to mvest m trustee stock, had the right to take part m 
yearly drawings Any one with a nommal loan liqmdation debt 
up to 12,600 reichsmarks might participate with the full amount 
of his stock Above this figure he was able to benefit from one- 
haK of the next 26,000 reichsmarks, one-third of the following 
25,000 reichsmarks, and one-fourth of the remamder This 
portion of the “ loan liqmdation debt ”, % e carrying lights of 
this nature, was to be redeemed withm tlmty years from 1926 
The amount drawn was to he paid m cash at the end of the draw- 

1 luiegardtotlushypermflationHeoKemmerer, jlfoney (New York TheMac 
millan Co , 1935), oh xm ‘ Germany’s Experience -with Inflation, 1914-1923 ” 




on xxxvu PUBLIC DEBT IN OTHER COUNTRIES 925 


mg yeai at five times the nominal value of the new securities, 
^ e generally at five tunes 2 5 per cent or 12 5 pei cent of the old 
nominal amount plus 4 5 per cent interest runnmg from 1st July 
1926 to the end of the yeai m which the drawmg took place The 
Budget must include yearly allocations to a sinking fund which, 
after deduction of the amounts necessary for the yearly drawings, 
must be sufficient when mvested foi the total redemption of the 
debt m thirty years This yearly allocation was calculated at 
6 per cent and was estimated at 240 milhon leichsmarka A 
certain sum was set aside in the Budget for annual cash payments 
to necessitous German holders of drawing rights actually Imng m 
Germany They were entitled to receive special preferential 
annmties up to 80 per cent of the nommal amount of the drawing 
rights, but subject to a maximum of 800 reichsmarks for one 
person This was mcreased to 1000 reichsmarks if the creditor 
renounces his or her di'awmg rights, and to 1200 reichsmarks if 
the creditor was sixty years of age at the date of renunciation 
Social and scientific mstitutions liolchng drawmg rights received 
special relief annuities for fifteen years, the total amount of which 
was limited annually to 10,000 reichsmarks While these prefer- 
ential and lehef annuities were enjoyed, participation m the 
yearly drawings ceased Owmg to the financial difficulties of 
1930 and 1934, payments abroad, except on the Dawes and the 
Yoimg loans, were for a time withheld, as the export surplus had, 
through a policy of inflation, almost if not entirely disappeared 
The plan followed for the pre-stabilisation of debts is of consider- 
able mterest as illustrative of the way m which the evil eftects of 
inflation were m some degiee got over 


Japan 

4 The pubhc debt of Japan is of importance because of the 
pokey which has been followed m recent years to meet deficits 
in the Budget regularly by loan There has been a deficit durmg 
the last decade without exception, and smee March 1933 the 
deficit m the Budget has been large, as wiU be seen from the 
table on next page 

The contmuauce of heavy boirowmg for the purpose of meet- 
ing Budget deficits year after year has a prejudicial effect on a 
country’s credit, and the country has to borrow at higher rates 
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Budget Dewoits 

The surplus of expenditure over receipts (excluding loans) 
(In millions of Yen) 


1924r-26 

1926-26 

1926- 27 

1927- 28 

1928- 29 


149 8 
-26 
102 8 
241 6 
283 2 



1930- 3) 

1931- 32 

1932- 13 

1933- 34 

1934- 36 
1936-36 


89 0 
106 2 
618 6 
705 9 
966 0 
857 8 


of interest tLan would otherwise have been necessary The 
deficit of 857 8 milhons of yen is the equivalent of £87,900,000 ^ 
as compared with 965 milhons of yen or £98,800,000^ m the 
previous year Japan has resorted to large mternal loans m 
order to balance the Budget This has the effect of raising the 
mternal price-level, which is followed by inflation and further 
depreciation of the yen m teims of gold It is often argued that 
the Japanese money markets are able to absorb large mternal 
loans by showmg that the yen has been m recent years stable and 
there has been no flight of capital abroad The net service on all 
Japanese foreign debts cost only £8 milhons for 1935-36 if an 
allowance is made for the proportion of these loans that are now 
held by Japanese nationals The mcrease m the debt m recent 
yeais as compared with 1913-M (the pre-War year) will be seen 
from the foUowmg table 


Thd Public Debt of Japan 
(In millions of Yen) 
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TLe increase in floating debt as well as consolidated debt in 
the last few years has been noticeable, while foreign debt has 
slightly diminished 

ItroiA 

5 The debt of India is of importance because of its unique char- 
acter m that 20 per cent only is deadweight debt The remamder 
IS interest-bearing debt It, therefore, compares more than 
favourahly with the debt position of almost every other country 
of the world The mterest-yieldmg assets of the State together 
with the additional net profits derived from commercial depart- 
ments are sufficient to pay almost the whole of the interest on the 
total pubho debt The annual mterest on the non productive 
debt was gradually reduced until m 1916 it amounted only to 
Rs 3 crores (£2 2 milhons) On the other hand, railways and 
irrigation works which had been financed from the productive 
debt yielded m that year a return of Rs 23 cioies (£17 3 mdlions), 
which left a margm of Rs 9 ciores (£6 7 millions) of clear profit 
to the country after meeting the mterest charges on the entire 
debt This progressive reduction was due to the fact that m i 
most years it was possible to finance a portion of India’s productive \ 
work§ from revenue surpluses, which resulted m an mcrease of/* 
productive debt and an eqmvalent deciease m the ordmary or 
non-productive debt Had it not been for India’s AVar con- 
tribution of £100 milhons, of which £16,720,000 remamed out- 
stan’dmg m 1933-34, the ordmaiy debt would have been com- 
pletely wiped out m 1917 The mcrease in the deadweight debt 
apart from the War contribution is due to {'l)'the outlay on the 
buildfiigs of jjie new capital at Delhi costing Rs 14 5 crores 
(£10,900,000), and (2) the occasional revenue deficits which smce 
1919 have been financed from borrowmgs The Gladstoman oi 
orthodox prmciples underlying the public debt have been apphed 
rigorously by India, with the result that to-day she can borrow 
m the Loudon money maiket as cheaply as almost the British 
Government itself ^ Another feature of the debt has been the 
conversion in recent years of short-term debt mto long-term debt 
so that the Government is free from any worry over maturities 
Nevertheless, as already pomted out elsewhere, steps were taken 
m 1924 to provide Rs 4 crores per annum and such additional 
sum as 18 equal to one-eightieth of any excess shown in the total 
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of the debt outstandmg on the Slat March of the pieceding year 
over the total outstanding on the 31st March 1923 This was 
continued up to the year 1932-33, unchanged except that with 
effect from 1930-31 the rate ot exchange for convertmg the ster- 
ling debt was taken at Is 6d instead of Is 4d The scheme was 
tempoiarily suspended m 1933-34 and a lump provision of Rs 3 
ciores was madehn each of the years 1933-34 and 1934-35 This 
amount was used to reduce the debt oi to decrease the amount re- 
quired foi capital expenditure It is in effect a quasi-s inkin g fund 
The following tables show the pubhc debt of India and its 
composition at the present tune 


I The Pubuc Debt op India * 



In recent years steps were taken to popularise through Govern- 
ment loans, Post Office cash certificates and Post Office savings 
banks the mvestment habit, and this met with success The 
movement towards saving m this form began with the War and 
has contmued m spite of the trade depression The Post Office 
cash certificates mcreased to Rs 63,72 lakhs m 1933-34 — a record 
level— as compared with Rs 65,64 lalchs in 1932-33, Ra,44,58 lakhs 
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in 1931-32, and Rs 888 laldis in 1917-18, when these were origin- 
ally introduced The increase from 1917-18 and that during the 
trade depression 1930-36 were remarkable S imila rly the net 
deposits m the Post Office savmgs banlrs reached the record figure 


II Iktebest beabuto Obligations of thn Government or India 




On 31st -March I 

(Rs Crorcs) * 



1014 

1G24 

1014 

I 

In India — 





Rupee loans 

146 69 

358 81 

436 17 


Treasury bills 

Other obligations 


61 77 

69 24 


Post Office savings banks 

23 17 

24 79 

52 32 


Cash oertifloates 


8 42 

63 72 


Balances of provident and 

10 93 

39 00 

82 14 


allied funds 

Dopi eolation and resei ve funds. 


4 17 

19 78 


provincial balances, etc 





Total internal 

179 79 

486 96 

712 37 

II 

In England — 





Loans, War contribution, railvay 

371 50 t 

432 04 

51160 


terminable annuities, and other 




obligations 




in 

Grand total 

551 29 

919 00 

1223 97 

IV 

Interest yielding assets held against 

452 72 t 

663 68 

977 67 


the above 




V 

Percentage of interest bearmg obh 
gations m India 

Percentage of interest bearing obli 

33 

67 

63 

47 

58 

42 


gations m England 






100 

100 

100 

VI 

Percentage of interest yielding assets 

88 

72 

80 



of Rs 892 lakhs m 1933-34 m spite of the mterest rate bemg 
reduced to two and a haK per cent from three per cent which had 
been m force for twenty-eight years The Fmance Member m his 
Budget speech for 1933-34 said, “ The proceeds of the gold which 
have been sold have only to a limited extent been balanced bv 
the purchase of consumable commodities A great portion has 
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undoubtedly beenmvested The mcieased demand for Government 
securities affords general evidence of this, and that the process has 
been widespread and not confined to the richer classes can be very 
clearly seen from the figures of Post Office cash certificates and 
savmg bank deposits These figures therefore cleaily show that 
proceeds of gold sales have been converted mto mvestments by the 
poorer classes, and although the Indian habit of accumulating 
reserves of gold has stood the country m good stead in the piesent 
crisis, I feel forced to regard it as a beneficial advance that the 
exceptionally high price of gold m rupees should have started a 
process of exchangmg barren gold reserves for mterest-bearmg 
Government securities as a form of mvestment If only the pro- 
cess IS kept m proper channels, and the people of India are not 
misled, as the people of the United States were m the poat-W ar boom, 
to puttmg their savmgs into widely speculative mvestments, the 
result must m the long run be of great benefit to India ” 

An important issue m a fedeial constitution has been decided 
recently in the New Government of India Act 1935 m regaid to 
loans The Federation can borrow on the revenues of India 
withm such hmits as may from time to tune be fixed by Act of 
the Federal Legislature Borrmvmg by the Units is upon the 
security of the revenues of a provmoe, but the Units may not 
without the consent of the Federation borrow outside India nor 
without this consent raise any loan if there is still outstandmg 
any part of a loan made to the Provmces by the Federation or 
by the Governor-General-m-Council or m respect of which a 
guarantee has been given by the Federation or by the Governor- 
General-m-Council This puts great power m the Federal 
Mimstry which nught refuse a Provmce a loan or msist upon 
unreasonable terms and thus assume the control of the general 
pohcy of a Provmce It is provided, therefore, m the Act that 
the ultimate decision whether consent has been unreasonably 
withheld m any instance should rest with the Governor-General- 
m-Council m his discretion ^ 


Australia and New Zealand 

6 The extiemely laige per capita public debt of Australia and 
New Zealand has been referred to m Chapter XXXIII Not only 
I- Government of India Aot 1036, Section 163 (26 Geo V ) 
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IS the public debt m these coirntries high but the proportion of 
the debt held abroad is also high In recent years there has been 
a slight decrease m the proportion of debt held abroad in the case 
of Australia On the 30th June 1934 the Common-wealth public 
debt amounted to £393 1 mdhons, which mcluded a War loan 
from Great Bntam of £79 7 milli ons, which by a funding arrange- 
ment would have been eictmgmshed about 1966 by annual pay- 
ments of 6 per cent, of which 1 8 per cent is for reduction of 
prmcipal Since 1931-32 the payment has been suspended In 
addition to this the mdebtedness of the States amounted to 
£829 6 millions Of the total of £1222 6 millio ns or £183 per head, 
£629 3 millions were held m Australia, £647 3 miUions m Great 
Britam, and £46 0 milhons in the Umted States, or a total of 48 
per cent held abroad A greater part of the debt has been devoted 
to railways and tramways, water supply and sewerage works, land 
settlement, harbours, loads and bridges, construction of post 
offices, telegraphs and telephones, and for public buildings But 
the debt is not m a real sense productive as is the Indian debt, 
since many of the woiks to which the capital has been devoted do 
not produce then o-wn mterest The State railways, for example, 
are run at a loss In Austraha it is the taxpayer who bears the 
burden of the uneconomic working of railways, while it is the 
private mvestor m Great Britam The capital has gone mto the 
form of fixed capital which, although not strictly pioductive, is 
nevertheless necessary for the development of the country 
Similarly m the case of New Zealand the debt on the 31st March 
1934 was £302 8 millions, of which £163 8 millions (or 64 per cent) 
were held abroad 

As m India the Eederal Government has concatenated the 
borro-wmgs of the Umts as weU as its own borrowmgs by what 
is known as a Loan Council This was essential m older to pre- 
serve at home and especially abroad the credit of Australia as a 
whole Under the Surplus Kevenue Act 1910 the Commonwealth 
Government paid to each State 25 shillings per head of the 
population as estimated by the Commonwealth Statistician at 
31st December m each year Acute differences between the 
State and the Commonwealth had existed before the passmg of 
this Act The Commonwealth proposed a bdl which was mtro- 
duced m June 1926 to surrender the land tax, estate duties, 
entertainraeDt tax, and 40 per cent of the mcome tax on both 
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individuals and companies The Commonwealth Government 
showed that the total amount of taxation to be surrendered by 
the Commonwealth was greater than the ^er capita payments 
which were to be termmated The Bill was not passed until 
March 1927, and general opposition to the measure was respons- 
ible for new proposals which were put forward m June of that 
year The States Grants Act 1927 abolished the pei capita pay- 
ments from 30th June 1927 In 1929 the Commonwealth, m 
accordance with a Commonwealth Referendum, took over all 
State debts existing on 30th June 1927, and pays £7,584,912 a 
year for 68 years towards the mterest charges and is makmg 
substantial contributions towards a smkmg Wd to extmguish 
existmg debts m 68 years and future debts m 63 years The 
Commonwealth or Federal Government arranges all future 
borrowmg for both Commonwealth and States through a Loan 
Council consistmg of representatives of the Commonwealth and 
a representative of each State The Loan Council thus exercises 
an effective and m many ways a very salutary control over the 
borrowmgs of the State Governments The advantages of tins 
system are obvious, smce the system of taxation is not disturbed 
and the Commonwealth cannot m future become solely dependent 
upon customs and excise The States gam m the immediate 
future, especially in regard to the settlement of their debts as 
existmg at the time when the new scheme came mto force It 
has well been said that it is the moat satisfactory readjustment 
of the relations between the Federal authority and the States 
since the Federation came mto force in 1900 It has immeasur- 
ably strengthened Austraha as a borrower of capital in the London 
money market as well as m Austraha itself 

Steps were taken m 1931 by all the Governments m Australia 
when the crisis of that year affected the whole world and the 
prices of Austrahan produce fell to such an extent that the mcorne 
of 'the Governments, which was £650 nulliona in 1927-28, feU to 
£450 miUions m 1931-32 Measures were taken to prevent 
default The Piemiers’ Conference adopted a plan which made 
the burden faU as equally as possible on every person, and no 
section was left m a privileged position The plan was accepted 
on the understandmg that all parts would he put into operation 
simultaneously All Government expenditure was reduced by 
20 per cent, mcludmg salaries and pensions whether fixed by 
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statute 01 otherwise Government mternal debts (but not 
external debts) were converted on the basis of a 22J per cent 
reduction of mterest Taxes were increased to provide additional 
revenue Bank and savmgs bank rates of mterest on deposit and 
advances were reduced and rehef was given m respect of private 
mortgages Conversion appbcations of mternal bond-holders 
totalled £510 millions, while in the absence of notification of 
dissent £31 rndhons were automatically converted Dissentients 
amounted to less than 3 per cent, viz only about £16 millions 
The Budget of 1933-34 had anticipated a deficit of a little ovei 
£1 milhon, while the final account showed a suiplus of £1,302,000, 
and in the Budget for 193Ir-36 remissions of taxation and further 
restorations of cuts and grants to aid as well as a substantial giant 
for defence were made When the mternal situation had been 
successfully overcome, as mdicated by the fact that the yield on 
Commonwealth stocks m Australia fell from over 6^ per cent to 
less than 3^ per cent m thiee yeais and the credit of Austraha 
abroad was thereby enhanced by its courageous action, its sound 
financial pohcy, its fidelity to obligations, and the caieful manage- 
ment of the national lesources, conversion opeiations on foieign 
loans began In 1933, £109,849,000 were converted m London, 
which resulted m an annual saving of £1,827,000 m mterest and 
£456,000 on exchange In the immediately succeedmg years, with 
low interest rates prevailmg in London, further conversions took 
place Thus m Eebruaiy 1934, £21,636,560 of stock was converted 
mto a 3J per cent stock, redeemable m 195L-69 It was issued 
at 97, and towards the end of the same year it stood at 102 From 
a financial pomt of view these steps taken are of importance, as 
Australia had not the advantage which India had of being able 
to export contmuously from hoards between September 1931 and 
1936 gold of the value of £180 millions 




BOOK Y 

FINANCIAL ADMINISTRATION 




CHAPTEE XXXVIII 

•^THE PREPARATION OP THE BUDGET 

The Scope op the Budget 

1 An important branci of tbe science of public finance is 
financial administration, which is concerned with the collection, 
the preservation, and the distribution of public funds It deals 
with the co-ordmatmg of public revenues with pubhc expendi- 
tures , the management of credit ojierations of Government and 
the custody of public funds usually through a central bank, and 
generally with the control of all financial afiairs of the State 
When Adam Smith published The Wealth of Natwns budgetism 
had not developed and the woid “ budget ” does not even occur 
in his great treatise ^ It was only coming mto fashion In 1803 
the expression was adopted in French financial nomenclature as 
a substitute for estimates and expenditures It has spread to all 
countries of importance, and m the present century it la regarded 
as a comprehensive term mcludmg the financial operations of the 
State as prepared by the executive, as legalised by the legislature, 
and as carried out by the executive in the form given to it durmg 
the votmg of the Budget It was only in the nmeteenth century 
that the leal sigmficance of the Budget as the whole problem 
of financing the Goveinment was reahsed, owing to the growth of , 
the functions of the State in aU directions, the establishment of ( 
parliamentary or popular control in public finance almost umver- 
sally, the necessity of check m financial admimstration to pi event ' 
fraud and waste and to secure the highest possible results from 
public expenditures, and the growth m credit operations which 
has resulted in the creation of central banks as the bankers of 
1 There la, however, an anonymous pamphlet dated 1764 entitled The Budget 
— Imcnbed to the Man who thvnha Umself Mimater Set down to David Hartley 
(Higga Bibliography, 1935, number 3230) “ Budget ” is treated as a familiar 

word For derivation see French Dictionary , of Maniioe Block, vol i 200, 
para 2, Dtchonnaire de la polUique, ed 1873 
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Governineiit m various countries The Budget is now the 
financial programme prepared by the chief ezecutive and is far 
more than an estimate of mcome and expenditure for a definite 
period, usually a year It is not merely a plan of public revenue 
and expenditure placed before the legislatur^n behalf of the 
mimstry for approval, but it has been extemed to mean both 
the entire condition of the national finances as disclosed in the 
ministerial statement placed before the legislature and the orderly 
admmistration of the financial affairs of the Government Bud- 
getism IS at the lOot oi all sound administration. The great 
pimciple underlying it is its dommation by the executive govern- 
ment It not only gives an account of the year’s “ housekeep- 
ing ” and of the year to Come so fai as the State is concerned, but 
it IS the basis of control of the financial afiaus of the State regarded 
as a household^ It sets mto motion a continuous chain of events 
of great importance in the everyday work of government i/In the 
'^ist place there is the preparation of the Budget, the estimates 
of revenue and expenditure, and of the financial condition of the 
Treasury before and after the Budget proposals are put into 
execution The second step is the passmg of Acts of the legis- 
lature such as revenue or supply and appropriation Acts or of 
votes sanctioning the items of expenditure and granting the funds 
to meet it'-^he third stage is the openmg of accounts, which in 
turn is followed by audit, and audit by reports on the expenditure 
to the legislature t/There is, in short, a continuous process gomg 
on in all well-financed countries It is perhaps unnecessary to 
point out that the Government m its financial admimstration 
differs from that of a private corporation Government keeps 
down its expenses by careful financial administration m order to 
dimmish its mcome, to dimmish the amount to be taken from the 
pockets of the taxpayers A corporation, on the other hand, 
keeps down its expenses in order to increase its mcome The 
accountmg system , therefore, of a Gov ernment is not to sh ow 
profits as in the case of a busmess concern, but to furmSi aU the 
infor mation requi re d to the legislat ure as well as to~ Government 
itself in order that a balanced relation between mcome ^aniT 
expenditme may be mamtamed Where, however. Governments 
undertake public utilities special problems do arise, and a system 
of commercial accountmg, particularly when as m the ease of 
railways oi post-offices these undertakmgs are conducted on a 
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self-supporting or profit-making basis, sbould be adopted This 
does not, however, apply to the majority of Government depart- 
ments, as these are not self-supportmg and do not exist for the 
purpose of malong profits ( If public utihties were included in 
the general Budget the figures would be swollen, and it is desir- 
able as a general rule to separate the accounts of public under- 
takings from the general Budget The system of commeicial 
accountmg when apphed to all branches of the administration has 
proved to be both complicated and expensive and to necessitate 
a considerable degree of more or less arbitrary estimates such as 
tlie rental value of State-owned buildmgs After the War cost 
accounting was introduced in many branches of British militaiy 
expenditure, but m accordance with a decision taken m July 1926 
it was discontmued m all except operative estabhshments such as 
bakeries, electrical departments, and laundries The net results 
from the operations of public undertakmgs or the appropriations 
required to meet their deficits should be mcluded in the general 
Budget, the concerns havmg their own mdependent budgets in 
the case of large concerns such as railways, as this makes it 
possible to manage these more oi less on commercial lines At 
the same time, however, Tieasury and Parhamentary control 
must not be reduced 

Pmancial control m the United Kmgdom is older than m any 
other country and the budgetary system is more perfect than else- 
where The right of financial control by the legislatiue dates 
back to the leign of King John, and in the seventeenth century 
there was the long struggle between the Parliament and the 
Stuart kmga, a struggle which was settled for all time in the Bill 
of Rights, 1688, when Parliament was given the right to levy 
taxes and to authorise expenditures Just a century later the 
principle of Parliamentary control m finance spread over Europe 
and to the United States of America The raising of revenues 
and the direction of expenditures by the popular assembly may 
be said to have begun m Erance and other countries of Europe, 
with certam exceptions, at the tune of the Erench Revolution of 
1789 The prmciple that the Budget should be formulated by 
the executive became firmly estabhshed m Europe in the first 
half of the mneteenth century, and m the United States m the 
earlier part of the twentieth century 

The Budget, then, in its usual sense is an approved plan of 
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income and expenditure for a fixed period of time, usually a year, 
a plan whicli is tlie basis of the national finances It was oi iginally 
a Gallic word which first came mto use in England about 1760 
It IS deiived from the old French woid bougette, the diminutive 
of bouge, a leather bag or wallet which was m use in England as 
early as the fifteenth century It was the sack oi wallet, the fore- 
runner of the present-day satchel, from which the Chancelloi of 
the Exchequer on behalf of the Govermnent takes out his plan 
or financial statement, or, in othei words, he opens the Budget 
for the approval of the House of Commons A Budget does not 
give a complete picture of the financial condition of a country, 
although it IS a very good index of a nation’s finances It does 
not give the total assets and habdities of the State, but only the 
receipts and payments of a Government within the year to which 
the Budget refers It does not show the cost of government in a 
country, smee there may be many subordmate local governments,^ 
and in a Federal Government, such as the United States, OanadS; 
Australia, India, Swit^seiland, and Germany, law and custom 
determine the demarcation of government among various 
authorities The cost of government, therefore, in a country like 
Italy where undei the Fascist regime samtary and social services 
only are left to local governments, camiot be compared with the 
cost of government, foi example, in the Federal Budget of the 
Umted States, where there are foity-eight states with large cities, 
urban and rural districts, each havmg then own financial system 
There was no complete statement of the annual public income 
and expendituie of the Umted Kingdom from 1714 to 1822, 
although for some time after 1688 the pubhc accounts were kept 
with accuracy and care Smclair, writing m 1804 m his H%storii 
of the Pubhc Revenue f pointed out that “ Smee the reign of Queen 
Anne, the national accounts are far from being distinguished for 
their regularity or precision , no complete statement has ever 
been made up of the total Income and Expenditure of the 
country ” The practice of making and publishing an annual 
balance-sheet of pubhc mcome and expenditure did not take 
place untd the recommendation of the Select Committee on 
Public Accounts m 1822 m their Eeport to Parhament was 
earned out The first balance-sheet of the Public Income and 
Expenditure was for the year ended 5th January 1823, and the 
^ 3rd edition, 1804, vol ii p 58 
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aiuiual Einance Accounts have contamed this information from 
that year No balanced account, therefore, of the Public Income 
and Expenditure was made prmr to 1822, although there is much 
detailed information m the annual Emance Accounts (the publica- 
tion of which began m 1802) and m the yearly and quarterly 
revenue accounts of the Treasury, which go back for many 
centuries In an ofecial return m 1816 it was stated that “ oiving 
to the confused state m which the public accounts were kept 
pievious to 1800, no accurate view of the income and expenditure 
previous to that date could be made out ” Eor a century follow- 
ing 1688 the financial returns showed that the produce of every 
particular tax, appropriated by law to the discharge of a particular 
head of expenditure, was kept under a separate head of account 
In 1785, for example, under Customs alone, when the Com- 
missioners of Public Accounts recommended “ the formation of 
one Fund, mto which shall flow every stream of the public 
revenue, and from whence shall issue the supply for every public 
service ”, resulting m the establishment of the Consolidated Eund 
in 1787, there were as many as seventy-four distmct accounts 
In 1786 the Commissioners of Public Accounts reported that 
“ they adopted as a principle of public prudence, as well as benefit, 
that every duty should pass from the subject into the Exchequer 
without delay It should not be m the powei of a receiver to 
letain or divert any part of it under any pretence whatever ”, a 
pimciple that required the payment of all money whether the 
revenue of the year or the proceeds of loans to be credited to 
the Exchequer m the first mstance This forms what is called the 
Consolidated Eund, and the Comptioller of the Exchequer will not 
make issues from this fund except by the authority of Parliament 
This impoitant prmciple was not fully earned out until 1854 
Till that year the expenses of the revenue departments, including 
the Post Office, weie met out of the revenue collected, and these 
weie never voted by Parliament The net revenue only reached 
the Exchequer ^ One of the leading principles in the years 
1 The pioceeda of taxes aie collected by the revenue departments, wluoh are 
under the absolute authority of tho Troaeury, which means the Government 
It IS sometimes pointed out that the Exchequer control in regard to those could 
be evaded, as that control is effective only in preventmg money from leaving 
the Exchequer It does not secure that the proceeds of taxes oi loans must bo 
paid into the Exchequei Critics have sometimes pointed out that the Chan 
oellor of the Exchequei could direct the revenue collecting dopartmeuls to 
transfoi money direct from the revenue accounts at tho Bank of England, 
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preceding the passage of the Exchequer and Audit Department 
Act of 1866, “ An Act to consolidate the duties of the Exchcqiiei 
and Audit departments, to regulate the Receipts, Custody and 
Issue of Public Moneys and to provide for the Audit of the 
Accounts thereof ”, was that the gross public revenues should be 
paid into the Exchequer and all public expenditures mot by pay- 
ments Lorn the Exchequer Since 1848 it has been the practice 
to combine with the authoiity to issue money from the Con- 
solidated Fund, power to borrow temporarily any sum up to the 
whole amount to be issued This enables the Government to 
meet any voted expenditure of the year before it has received any 
revenue at all 

The conception of the Budget, m short, as the central instru- 
ment ot financial control is oi comparatively recent date Popular 
assemblies were m their eaily struggles more concerned with taxa- 
tion or revenue than with expenditure Gradually they have 
come to contiol both It was only in 1832 that there was 
imtiated the first Appropriation Audit Until that yeai Parlia- 
ment did without an mdependent audit for any service, and with- 
out an audit for all services tdl 1866 The need for a iigid 
appropriation of public money is recognised to be essential, and 
if Parliament wishes to exercise a minute control ovei the ad- 
mimstration, the subdivision of pubhc expenditure mto many 
separate votes is equally essential Such a division supplies, as 
it were, a map of the whole field of the administration It was 
thus gradually realised that the only reliable method of securmg 
due appropriation of pubhc money was not by the prior control 
of the Exchequer but by the extension of the appropriation audit 
to all votes Parhamentary control has grown to mean not only 
the general veto on the aggregate of Government expenditure but 
a detailed veto on the expenditure mvolved by eaeh section of 
Government activity separately From the constitutional pomt 
of view the same mdependence is required of the important 
official — ^the Comptroller and Auditor-General — m the audit of 
the Pubhc Accounts as he has m regard to Exchequer receipts 
and issues A ComptroUer-Geneial of the Exchequer was 
appomted m 1831, but this office was abohshed m 1866 when the 

where they are kept, to the accoimt of the Payraaster General without passing 
through the Exchequer at all This criticism of the constitutional maohmory 
of the British financial admimstration may be admitted, but this would be to 
depart from all normal procedure, and it never takes place 
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office of Comptroller and Auditor-General was created This 
official IS appointed by letters patent under the Gieat Seal, and 
he cannot be removed except upon an address from both Houses 
of Parliament 


Thj5 Exchequer and the Treasury 

2 The Exchequer^ must not be confused with the Treasury 
Both are State departments and both have a long and interestmg 
history The Exchequer was a Norman institution and its name 
IS derived from the Low Latm term scaccanum, a chess-board, 
from the chequered cloth or table much like a chess-board at 
which the Exchequer sat and on which accounts were rendered 
As a name of a Government department dealing with accounts it 
was m its earlier history associated with the abacus, by means of 
which such accounts were kept This contrivance was almost 
universal before the mtroduction of Arabic numeials, which did 
not come into common use m England until the sixteenth cen- 
tury 2 In England the department was named originally “ The 
Talhes ”,® from the notched sticks or tallies which weie the 

^ The Dmlogus da Scaccano, wntten m 1177, describes miuutoly the pro 
ooedings of the Exchequer It was written by Richard Fits Neal, Bishop of 
London and formerly Lord Treasurer of the Exchequer during the time of 
Henry II (1154-89) The book was meant as a manual of instruction for the 
clerks ivho were learning their business m the Exchequer rather than for the 
general public It describes the procedure of the Exchequer, its constitution, 
its writs and its rolls, the various sources of the royal income, the collection 
of the debts due to the king, the treatment of his debtors, the chess hoard, and 
the counters, the talhes, the scales for weighing the specie, and oven the melting 
pot At this period the Exchequer consisted of t«o parts — ^the Upper and the 
Lower Exchequer, or the Court of Account and the Court of Receipt What 
was found to bo due in the Upper had to be paid into the Lower 

* The Exchequer numerals were a corruption of the old Roman figuies and 
were not abolished until 1834 Under the provisions of the Act (4 Geo II 
0 26) passed m 1731, English and common letters and figures were aubsti 
tuted for Latm, Fienoh, or any othei language m all judioial work In 1733 
(8 Geo II 0 6) it was enacted that the Act of 1731 should not extend to the 
Exchequer “ The Roman numerals, uncouth, obaoure and inconvement as 
they are, and uiapplicable to the commonest purposes of aiithmetioal calculation, 
were the usual formulas of abbreviation m the Norman period, and were oonse 
quently employed at the Exchequer, though the Exchequer is probably the only 
establishment m the oivihsed world that still retains them ” (Reyort of the Com 
mission to enquire into the Manner in which Public Money is Received and Paid — 
Parhamentary Paper No 313, 1831) 

^ The Exchequer taUles were of two kmds (1) Talhes of Sol and (2) Talhes 
of Pio Talhes of Sol were vouchers acknowledgmg the receipt of money into 
the Exchequer They derived their name from the first word, solutiim (the 



944 


THE SCIENCE OF PUBLIC FINANCE 


piinutive means of account-keeping (abolished only in 1826), and 
the name Exchequer was probably only intioduced later in the 
reign of Henry I When the sherifts paid into the Exchequer at 
Easter the dues, they received as a receipt a tally, the counterfoil 
of which was retained at the Exchequer, and when they appealed 
again before the Exchequer at Michaelmas they paid the re- 
mamdei of the annual dues, presenting the tally which repre- 
sented payment aheady made together with the remainder in 
cash Coimters were placed on the squares of the Exchequer 
table repiesentmg the actual payments of the sherili, while on 
the other side the amount foi which he was liable was placed 
upon the squares, and it was thus easy to see at a glance how far 
the sherifi had fulfilled his obligations oi not In Tudor times, 
it IS said, pen-and-inlc dots took the place of counters and were 
used for the last time m 1676 ^ The Exchequer in Edward I ’s 
reign was a court of law and an admimstrative department In 
its former capacity it heard suits relatmg to the royal revenue, 
and in its latter it collected the revenue Down to 1875, it will 
be remembered, the Chancellor of the Exchequer was entitled to 
sit as a Judge along with the Barons, and for the sake of formality 
a newly appointed Chancellor of the Exchequer used to sit as a 
Judge and hear a case or two 

In 1834 an Act was passed abolishing the old office of the 
Exchequer, and the elaborate ritual of triple-locked chests and of 
wooden tallies was done away ivith and the highly fee-paid sine- 
cures, the Auditor of the Receipt, the Tellers and the Clerk of the 
Pells,® were abolished, and m their place a depaitment under a 

amount actually paid), m the entry of the pell or receipt Tallies of Pro, from 
the word pro, for the benefit of, the person named, were instruments of payment 
and weie like a modern cheque on a banker It was given by the Exchequer 
as a charge upon some public accountant, who paid the sum theieon out of the 
revenues in his hands The Pro tally was a voucher or cheque and was the same 
as if money had been actually paid into the Exchequer of Receipt The Tallies 
of Pro are sometimea called the Tallies of Assignment, or of Anticipation The 
tally was a willow stick about one moh in depth and thickness and not exceeding 
five feet in length The stick was split in half lengthways through the notches, 
one half constituting the tally, the counter tally or the counterfoil being kept 
at the Exchequer as a check The transaction was written in dupheate on each 
side, and both parts could easily he fitted together if the payment was disputed 
^ Hall, Thu Antiquities and Curiosities of the Exchequer, 1891, p 131 Cf 
Eistory and Antiquities of the Exchequer from 106b to Edward II , with a Copy 
of the Ancient Dialogue by Gervasius Tilbunensis and the Moll of Quinto Megis 
Stepham (Thomas Madox, 2 vola , 2nd edition, 1769) 

^ Pell IS a skin or roll of paiohment kept at tho Exchequer from early times 
There were two pells, the pell of receipt (pelbs rcceptomm) and the pell of dis 



OH xsxvin THE PREPARATION OE THE BUDGET 946 

single Comptroller, whose independence was gnaianteed by his 
salary being charged hke those of the Judges on the Consolidated 
Eund and not subject to annual vote, took charge of the newly 
organised department The detailed busmess of makmg pay- 
ments was transferred to the Paymaster-General, whose office 
was further enlarged m 1836 and 1848 In 1866 the Exchequer 
was abolished altogether as a distinct department of State, and a 
new department, the department of the Exchequer and Audit, 
was established m its place The ancient term Exchequer now 
survives only in the name of the Chancellor of the Exchequer and 
in the title of the national banking account of the Umted Kmg- 
dom, the central accormt of which is called “ His Majesty’s 
Exchequer " or “ The Account of the Consohdated Eund of Great 
Britain and Ireland ” (formerly at the head office m Dublin, now 
at the Belfast branch only) The banking account solved the 
problem of the custody of the pubhc money 

The Exchequer was m the palace of AVestminster It must be 
admitted that the system of control and check woiked on the 
whole well, because theie are only two robberies mentioned from 
the Norman Conquest down to 1834 The first was m 1303 in the 
thirty-first year of Edward I ’s reign, when the Kmg was absent 
from Westmmster, being then m Scotland The wall of the 
Chamber was broken through and much treasure, gold, silver, 
and jewellery, stolen The whole loss was equivalent to nearly 
£2 milhons at the present time Accordmg to Palgrave’s 
Kalendars of the Exchequei, this was perhaps the earliest record 
of a formal criminal proceedmg by the Crown Eleven monies 
were the principal criminals, and at their instigation John the 
mason, assisted by Adam the carpenter, broke through the wall 
of the Treasurjr It was found that the robbery was actually 
effected by Richard de Pudlicote, that William the porter at the 
King’s palace was an accomplice, and that Geryn le Lyndraper 
received some of the plundei and hid it m his house and garden 
and afterwards removed it to a hedge in St Panoras Fields, from 
where it was recovered Nmeteen other persons were found 
guilty of bemg accessories to the robbery, which took four months 
to carry out Eleven monks of the Abbey of Westminster 

bursoment (pelhs exitwum) In the pluial it meant the Office of the Exchequer 
in which these weie kept, and the Olork of the Pells therefore was an officer 
responsible for the leoeipts and disbursements on the parchment rolls in the 
Exchequer 
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together with fifteen other persons were committed to the Tower, 
and eight other persons were sent to Newgate, includmg Joanna, 
daughter of Richard le Tailleur, concubine of Richard de Pudli- 
cote, the monk who subsequently confessed the whole matter 
Much of the plunder had been concealed m the enclosure withm 
the cloisters used as a cemetery, which had been purposely sown 
with hemp in the spimg, the persons having charge of the en- 
closure being parties to the robbery The thieves were em- 
barrassed by the amount of gold, silver, and jewels, and they left 
behind considerable amount of treasure, including the Kmg’s 
great crown and three other crowns, and also a great quantity of 
jewels and plate The robbery took place in the Pyx Chamber 
in which was also kept the Pyx chest ^ The dooi was lined mside 
and outside with human skms and driven full of nails Scott m 
his Gleanings from Westminstei Abbey states that he recently 
found a piece of what seemed to be white leather remaimng on the 
door, which was proved to be human skin, and he refers to an old 
tradition that they were skms of Danes, tanned and fixed there 
as a memorial of delivery from them He was, however, of opimon 
that they were not the skins of Danes but of persons executed foi 
sacrilege, and that the custom of limng the doors with these 
human skms was mtended to terrify other depredators The 
second robbery was m 1729, when the office of one of the Tellers 
of Exchequer at Westmmster was broken mto and over 
£4191 stolen The tradition m the Exchequer was that the 
entrance mto the Teller’s office was obtained from a lower room 
by breaking thiough the floor , but no trace of the thieves was 
evei found The money was replaced out of the sinking fund 
under a Parliamentary vote 

The Exchequer to-day is a department which authorises pay- 
ments by Government departments after an examination has 
been made that there is Parliamentary authority The Ex- 
chequer, too, exammes the accounts m order to sce~fh”at all 
expenditures have been in accordance with Parliamentary 
authority The Comptroller and Auditor-General is, therefore, 
the watch-dog of Parhament The Treasuiy, on the other hand, 
is the administrative department of Government responsible for 
the Budget and the management of the national revenue, although 

^ Cf the Pipe Roll of 11 Henry 11 (1166) The Aseayers of the Pyx 
appear m 1281 
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the actual collection of revenue is made through the Commis- 
sioneis of Inland Revenue and the Commissioners of Customs and 
Excise — two departments which are distmct from the Treasury- 
hut closely connected ivith and subordmate to it Revenue 
which IS actually earned is collected by the departments concerned, 
such as the Post Office The Treasury supernses all othei 
departments and stands among the departments of State pre- 
eminently apart It would not be wrong to say that it is the 
fountainhead of the whole adnumstration of the country financial 
or otherwise It is concerned with the management of other 
departments in regard to salaries, wages, accommodation, etc 
It performs the day-to-day work which is concerned "with supply 
(or public expenditure) and is responsible for finance which is 
related to the recei-vmg of loans, currency, banking, and the hke 
It IS the central agency of the Government continuously super- 
vismg the details of the work of other admmistrative departments, 
so that money is not wasted and financial sacrifice is standardised 
among the departments It exercises a direct contiol by the mere g 
fact that the House of Commons grants the credit to the Crown 1 
and not to Mmisters The Cro-wn must state how a credit is to 1 
be used, and it is the Tieasury through which the Cro-wn makes its 
•will kno-wn Therefore a Munster must obtain Treasury author- 
isation before making any expenditure When Parliament has 
granted supply to the Kmg, no money can come out of the 
Exchequer except m obedience to a wairant under the royal sign- 
manual countersigned by two Lords of the Treasury Generally 
speakmg, nothmg can be done in any way mvolvmg expenditure 
of pubho money, not even m regard to the Army, Navy, and Air 
Force, -without the consent of the Treasury It may contract 
short-term loans, ways and means advances from the Bank of 
England, or raise Treasury bills through the agency of the Bank 
It issues in the form of Treasury Minutes, based on the Committee 
on Public Accounts of the House of Commons, instiuctions 
regarding pubhc expenditure and accounts ^ It corresponds to 
the Mmistry of Finance m most European countries, although it 
enjoys a status to which many of these look -with en-wy The 
confusion which sometimes exists between the functions of the 
two departments, the Exchequer and the Treasmy, arises from 

^ Vide Tlie Epitome of (he Reports from the Committees on Public Accounts 
1857 to 1910, and of the Treasury Minutes thereon 
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the fact that the Finance Mimstei, i e the de facto head of the 
Treasury, is called, foi historical reasons, the Chancelloi of 
the Exchequer, although he has little or nothing to do i\ith the 
Exchequer except m regard to (1) the appointment of the Comp- 
troller and Auditor-General, and (2) the Treasury’s statutory rela- 
tions with the Exchequer department He has mdeed no statutory 
poAver over the Exchequer apart from his position as second Com- 
missioner of the Treasury He with the Permanent Secretary 
(■who is also Head of H M Civd Service and a permanent staff 
IS responsible foi the daily work of the Treasury The Chancellor 
of the Exchequer is not only in control of expenditure but also of 
revenue He is therefore in a position to impose an effective 
restraint upon the demands of his colleagues It is sometimes 
argued that he should not be m charge of both revenue and of 
expenditure at the same time But if he is to keep the reservoir 
full of water he must also be in a position to regulate its outflow ® 
By virtue of his office, he is also Master of the Mint , Senior 
Commissioner foi the reduction of the National Debt , a Trustee 
of the British Museum , an Ecclesiastical Comrmssioner , a 
Member of the Board of Trade , a Member of the Board of 
Agiiculture , a Commissioner of Public Works and Buildings, 
Local Government, and Education, and a Commissioner for 
regulatmg the office of the House of Commons 

During the eighteenth century the Lords of the Treasury used 
to meet at a Board and ti ansact business The practice of holding 
such foimal meetmgs was mamtamed until 1856, since when these 
meetings have been discontinued Gradually the legal and 
admmistrative fimctions weie separated, and the fiscal woik was 
placed under the control of the Lord Treasurer assisted by the 
Chancellor of the Exchequer, while a Chief Baron and throe or 
four other Barons did the judicial work The earliest record of 
the appomtment of a Chancellor of the Exchequer is the 18 
Henry III (1234) The author of the Dialogue on the Exchequei 

1 The papers regarding the decision to give the Permanent Secretary of the 
Treasury the designation also of Head of H M Civil Service have been lost, 
as the Prime Minister informed the House of Commons In some quarters this 
designation has given nse to criticism But it is an undoubted fact 

* The tendency to make the Treasury a spending department by placmg 
the Chancellor of the Exchequer m charge of Bills such as Old Age Pensions, 
Unemployment Insurance, or Public Assistance during their passage through 
the House or in charge of these after they have been passed into law, is to 
weaken financial control 
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tells us that lie was bound equally with the Treasurer to see to 
the correctness of the Great Roll If the Treasurer was in error 
he was “ to rebuke him with modesty and to suggest what ought 
to be done ” If the Treasurer persevered, the matter was to be 
argued before the Baions, and left to their decision The Chan- 
cellor of the Exchequer had to take charge of the King’s Seal 
(oancellMium) which was m the Treasury as well as to keep a 
check upon the Treasurer 

The present functions of the Chancellor of the Exchequer with 
legard to revenue matters may be traced as far back as the tunc 
of Hemy VII Under Henry VIII the office of the Chancellor 
of the Exchequer was combmed with that of the Lord Treasurer 
in the person of Thomas Cromwell From 1612 the office of the 
Lord High Treasurer of England was placed m commission except 
for certam intervals, and the Treasury, which originated between 
the eleventh and fourteenth centuries as a branch of the Ex- 
chequer,! was placed under Lords Commissioners of the Treasury 
With the chsappearance of the Lord High Treasurer the Chan- 
cellor of the Exchequer is one of the most important appointments 
under the Crown, though m the official hierarchy he is placed 
inferior to some of his Cabinet colleagues Acts of Parliament 
frequently state that this or that matter shall or may be done by 
the Treasury The Act of 1859 declares this to mean that the 
requisite document shall be signed by two of the Commissioners 

The Finance Minister and the Budget 

3 One of the many lessons of the Great War is that there can 
scarcely be a more patriotic or more far-reaching service to the 
State than that of presentmg a balanced Budget This neces- 
sitates unusual quahties on the part of a Finance Minister He 
has to brmg to the task of public finance a mind keen and alert, 
an mtelligence trained in the best of schools, a natural capacity 
for busmess, a genume and practical sympathy with various 
commumties, especially the mercantile commumty, and a keen 
^ Cf Madox, History of the Hxchequei “ The Exchequer was at first a 
general name, signifying as well the place where the King’s revenue was super 
vised and managed, as that where it was wont to be paid in In the early tune 
that part of the Exchequer where the King’s treasure was told, reposited, oi 
issued, was usually called Thesaurus In process of time, the receipt of Ex 
chequer was usually called Inferius Seacearium, Seaccanura do Recepta, and 
Recepta Scaccarii ” (p 179) 
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desire to be up and doing He must be, as Lord Morley would 
bave said, a paragon A Fmance Mmister is not merely a veritable 
lion of the Treasury, but also a vigilant guardian of tbe pubbc 
purse, wbo upholds the arms of the Government in its annual 
struggle with the Amalelates m Budget debates He is something 
more than a framer of taxes and a mampulator of Budgets He 
must never resist the dictates of common sense, and must show 
a readiness to meet criticism and an anxiety to wm his pomt by 
carrying conviction that is not always found behmd an official 
waistcoat His mind, in Emerson’s phrase, must be “ locked and 
bolted to results ” Wellesley, a former Governor-General of 
India, once said that the secretaries of the Government of India 
eombmed the mdustry of clerics with the talents of statesmen 
The financier must exalt the statesman and ehmmate the clerk 
He ought not to be selected for political prowess or, worst of all, 
for meie semority m a country’s service He would then be no 
better than a financial mandarm of the Celestial Kingdom, clad 
in yellow jacket, a peacock feather, and a red button, possessmg 
little or no knowledge of la haute finance 

Owing to the advance m statistics in the last lew decades, 
greater accuracy m the Budget is now possible There is at hand a 
greater mass of mfoimation regarding the commercial, mdustrial, 
and agricultural life of a country than at any moment hitherto 
One can hardly beheve that m Great Britain until 1802 no regular 
statement of the finances of the country was pubhshed, and until 
1822 no balanced annual account of the public income and 
expenditure was regularly presented to Parliament ^ In some 
countries a Fmance Mmister’s duties have been eombmed with 
those of other administrative functions, often, if not always, to 
the oormtry’s financial detriment, as he cannot then possess the 
severe detachment and independence so necessary for the proper 
discharge of his duties There was, for example, no Finance 
Member of Council m the Government of India until 1859, when 
Wilson’s capable hands took the financial tiller Similarly, 
Alexander Hamilton’s brilhant work m a short hfe — ^he was killed 
in a duel at the age of forty-seven near Weehawken, opposite 
New York— IS a great example of the value of specialisation and 
independence m this sphere 

' Anson, Law and Custom of the Constitution, part n p 318 (Clarendon 
Press, 1802) 
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The Preparation of the Budget 
vy 

4 Tlie executive or the admmistratiOD prepare the Budget foi 
thoJegislatuEe It 13 of importance to study the financial systems 
in this regard in the case of Great Bntam, France, Germany, the 
United States, and India, and to show from a study of these the 
mam prmciples underlying the preparation of the Budget 

The pieparation of the British Budget is a lengthy process 
It has already been shown that no proposal involving expenditure 
can be effected without Treasury sanction During the financial 
year, therefore, departments appioach the Treasury with requests 
to sanction additional expenditure, either lecuiimg or non-recur- 
rmg, or forthwith or from some future date The Treasury 
requires a statement with full explanations and then decides 
whether to accept or to refuse the proposals in whole or in part 
If the proposals are accepted, the decision is referred to the 
Treasury estimate clerks, who note it for the preparation of the 
next Budget On 1st October the Treasury sends a circular to 
the various departments reqiiestmg them to prepare their budgets 
for the next financial year These estunates are subject to a 
cai eful check in the accounts department of each office, and again 
in the Treasury, where each item is exammed and Treasury 
authority for it checked The reasons of any mcrease, temporary 
or otherwise, are examined and the possibility, as in stores, for 
lower estunates when there is a fall of prices and similar intelligent 
sciutmy are brought to beai on these estimates When approved 
or modified by the Treasury these are published m separate 
volumes classified in detail according to services, and presented 
to Parliament Expenditure connected with the fightmg services 
must also be approved by the Treasury, especially m regard to 
the pay of the civilian staff But the strength of the forces is a 
matter of high policy which is settled in the Cabinet and technical 
requirements are not susceptible to mmute Treasury examination 
Each of the fightmg services, however, has a high financial officer 
whose duty it is to watch over the financial mterests withm his 
department The estimate of the Consolidated Fund charges, 
which are not voted annually by the House of Commons, is next 
prepared This mcludes charges resting upon statutory founda- 
tion such as the National Debt payments, payments to local 
authorities, the Civil List, salaries and pensions of Judges, the 
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Speakei of the House of Commons, the Comptrollei and Auditor- 
General, and others whose independence is maintained by de- 
piivmg the House of Commons of an opportunity for criticism 
which would be afforded if the salaries were voted annually 
These charges and the supply charges are added together and 
give the total expenditure which the leveiiiie has to meet The 
revenue estimates are prepared in the light of many factors such 
as the state of trade, the growth of population, and similar factors 
The revenue departments — the Inland Eevenue, Customs and 
Excise, and the Post Office — make detailed estimates of receipts 
based on the existing basis and on the basis of any changes which 
are to be mtroduced in the Budget The Treasury then allows 
for capital transactions and miscellaneous revenue and strikes the 
balance of the estimated surplus or deficit The final result 
usually shows a surplus after takmg mto consideration various 
contmgencies The Chancellor of the Exchequer lays before the 
Cabmet his draft Budget and the measures by which he proposes 
to meet the financial needs of the nation m the coming year 
After approval or criticism by the Cabinet, the Budget is prepared 
m its final form and presented to the House of Commons, \yhen 
the Chancellor of the Exchequer makes his annual Budget 
speech 

In France the budgetary system dates back to the Law of 
25th March 1817 ^ The financial admmistration is under the 
Mimstry of Finance Smce 1925, however, a Ministry of the 
Budget exists side by side with the Mmistry of Finance, and this 
dual admmistration has not been beneficial The French Budget, 
m contrast to the German Budget, is weak in regard to the power 
of the executive although strong m regard to the legislatme The 
Ministry of Fmance does not exercise any efiective control over 
the financial activities of the other mimsterial departments The 
preparation of the Budget begins as early as eighteen months 
prior to the period to which it refers, and much happens m so long 
a period to vitiate the accuracy of the estimates The Mimster 
of the Budget is mferioi to the Mmister of Finance and is not 
superior to the other Mmisters The latter subrmt to the Mmister 
of the Budget them proposed expenditures, but he has no power 

^ Article 151 Modifications to bo found in the Laws of 14th September 
1822, lat Septembei 1827 , 15th May 1850, Article 9 . 30th April 1921, Article 
43 and subsequently 
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to control tliem After a senes of inter-mnusterial negotiations 
during whicli the Council of Ministers may be called upon to settle 
disputes, the Budget is completed and submitted to the Chamber 
usually five months before the opemng period of the Budget 
The powers of both the Mimster of Finance and the Minister 
of the Budget are much unpaired by the “ Commission des 
Finances ” of the Chamber of Deputies and that of the Senate, 
and by the Deputies and Senators themselves Because of the 
wealaiess of control and responsibility for the Budget, supple- 
mentary estimates are of much importance In these circum- 
stances, as Gaston Jeze has well said, “ the authority of the 
Minister of Finance and the Minister of the Budget depends 
entirely upon then personalities The French Budget has no 
responsible author , it is the oftspring of an unknown father ” 
The Mmistry of Finance has an official, the Contrdleur des 
depenses engag6ea, m each ministry who supervises expenditures 
It IS true that all proposals mvolvmg expenditure must be sub- 
mitted to him for countersignature, but in piactice this power is 
considerably reduced If he refuses countersignature, an appeal 
18 made to the Mmister of Fmance, who gives the final decision 
The Mimstei of Finance, it may be noted, has the power to iiTcur 
public expenchtures regardless of their legality His orders must 
be obeyed by the Contrdleurs and the Accountants, even if con- 
trary to law In practice the Contrdleur is not allowed to deal 
with the expediency of expenditure, although he has the right to 
comment on the efficiency of the methods employed His duty 
18 to see whether the expenditure is m conformity with the credits 
voted by Parliament ^ and generally m accordance with the law 
By the Law of 10th August 1922 a Mmister who meurs expenditure 
without the endorsement of a Controleur is held civilly and 
criminally responsible, but the Law has never been enforced 
This Law, it IS interesting to note, authorises the Government to 
open credits by a decree of the Council of Mimsters for expendi- 
tures necessary in the interest of security, provided that these 
credits are subsequently ratified by Parliament The Govern- 
ment makes frequent use of this power, which tends to decrease 
Paihamentaiy contiol Another feature of the French Budget 
IS that all fiscal items aie not included, and thus Budget unity is 

'■ The -word Parlment is used to describe the legislature — ^the Chambie des 
Deputes and the Senat 

VOL II 2 F 
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not, as m Great Britain, adequately preserved The Minister of 
Finance is responsible for the collection and the distribution of the 
public revenues, for the national debt, and the auditing of the public 
accounts There isno olEce comparable to the office of Compti oiler 
and Auditor-Geneial m England, which sees that the Minister of 
Fmance carries out the will of Parhament The Mimster of Fin- 
ance himself IS the only authority charged with this The executive 
in France has a less share in the preparation of the Budget than m 
Germany, and much less than m the case of the United Kmgdom 
The budgetary piocedure in Germany is outlmed m the Budget 
Act, “ Reichshaushalts-oidnungsgesetz ”, of Uecembei 1922 ^ 
The Constitution itself contams several specific provisions re- 
gaidmg budgetary procedure The Budget is a umfied single 
budgetary system with twenty subdivisions It is called the 
Gesamtplan, classified accordmg to mmistries, other govern- 
mental bodies, and m several mstances by functions which are 
not carried out by the mmistiies Expenditme is classified into 
ordinary and extraordmary categories, but there are no annexes 
or extraoidmary budgets as in France The receipts from, and 
advances to, the Lander are mcluded m the Reich Budget, and 
this enables the Reich to have general control over local finances 
The preparation of the Budget is undertaken by the Ministry of 
Fmance The Finance Minister has much larger powers than in 
France and he possesses the light to criticise the proposed 
expenditures of other Ministers, and when necessaiy the matter 
goes before the Cabinet The Mimster of Finance can insist that 
the Council take a fresh vote at the meetmg at which all Mmisters 
are required to be present, and the credit is granted only if the 
majority of the Mmisteis are m favour of it and if the Chancellor 
of the Reich votes with the majority Each mmistiy or authority 
01 individual authority submits its plan before 16th August m 
each year to the Minister of Finance, who reviews the estimates 
and holds conferences with various Ministers The Budget 
approved by the Council of Ministers is submitted to the Reichs- 
rat, a body composed of delegates from the states, where it is 
examined by a Commission of which the chairman is the Munster 
of Fmance The Mmister may ask that the modifications pro- 
posed by the Reichsrat be submitted to the Councii of Mimsters 

1 Amendments to the Act are found in the Laws of 14th April 1930 and 13th 
December 1933 
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The Ministers may appiove or reject these If the Budget is 
approved it is next submitted to the Keichstag, which, howevei, 
on 23rd March 1933 virtually gave absolute power to the Chan- 
cellor and his Cabinet The Enabling Act passed on the following 
day permitted the Cabmet to make laws by ordinances, even 
mcludmg such laws as are not m accordance with the Weimar 
Constitution By the Law of 1st Februaiy 1934 the sovereign 
rights formerly possessed by the Fedeial states passed mto the 
hands of the Eeich Cabinet The Eeichstag’s powers are under 
the Hitler regime merely advisory In the German financial 
system the Mmister of Finance cannot control his colleagues’ 
expenditure to the same extent as m the English system He is 
not even authorised to have controllers of expenditure of his own 
m each ministry The Mmisters have their own special officials 
who look after the expenditure The system of monthly dis- 
tribution of funds IS modelled on the French system, the Mmister 
of Fmanoe determinmg the amount to be passed for payment 
The Mmister of Fmance is m charge of the collection and preserva- 
tion of revenues and also of the issue of public loans The actual 
admimstration of the national debt is reserved to an independent 
organ, the Eeichsschuldenverwaltung The Eeichsbank works in 
close co-operation with the Ministry of Fmance and discounts its 
short-term certificates There is no office to ensure compUance 
with the Budget law as passed by the Eeichstag, although there 
are special Budget officers m each ministry loolnng to this work 
It may be said without fear of contradiction that on the whole the 
Mmister of Fmance has less power m financial administration than 
has the Chancellor of the Exchequer, but greater power than his 
colleague in the French system The part played by the Eeichs- 
bank in financial admmistiation is also inferior to that of the 
Bank of England or the Bank of France 

The most lemarkable feature m financial admimstration in 
the United States m the present century was the adoption of the 
executive Budget first by a large number of cities and local 
authorities and by all the states, and in 1921 by the Federal 
Government itself In order to improve mumcipal admmistration 
special attention was given to the admimstration of finance upon 
a budgetary basis as far back as 1899, when the National Municipal 
League drafted a Mumcipal Corporation Act in which the pre- 
sentation of a Budget by the head of the executive was proposed 
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and no council was to increase any item in the total of the Budget 
A number of states imposed a budget and an accountmg system 
upon their counties and other local governments The framing of 
budgets by a boaid consisting of members who are admimstrative 
heads of State departments and are m some cases members who 
have no administrative duties, is disappearing The legislative 
budget, however, m contrast to the executive Budget, is still 
common among counties and othei local governmental authorities 
The movement m favour of the executive Budget spread from 
municipalities to the states begmnmg ivith Califoima, Wisconsin, 
and Massachusetts in 1912 By 1916 all but two states of the 
Umon had passed budgetary legislation of some sort Seven 
states have wiitten budgetary provisions into their Constitution 
In one or two states only is the preparation of the budget still of 
an unsatisfactory charactei In Maryland, one of the states to 
provide foi a budget m its Constitution, the Governor is required 
to obtam estimates fiom the various divisions of the Government 
which he may revise except those lelatmg to the legislature, 
judiciary, and school system He subnuts his estimates in the 
form of two budgets and two bills for one year each, since the 
legislature meets only once m two years The legislature may 
not mciease those relating to the blanches of Government other 
than the legislatuie and judiciary, but may reduce othei heads 
with certain exceptions such as salaries for officers during the 
term for which they have been appointed The Massachusetts 
budget plan is similar to the Maryland budget, except that the 
legislature may make mcreases subject to the authority of the 
Governor to veto individual items in appropriation bills In 
Califorma no appropriation bdl, unless for legislative expenses, 
may be passed without the approval of the Governor The 
Governor may reduce or elimmate items, but the legislature by a 
two-thuds vote may override his decision In Peimsylvama the 
Secretary of State appomted by the Governoi is the budget 
officer The legislature is not Imuted m its action on the budget, 
but the Governor may veto particular items of appropriation bills 
In Wisconsin a board of affaus is in charge of the preparation of 
the budget and consists of the Governor as chauman, three of his 
appomtees, the Secretary of State, the President of the Senate, 
the Speaker of the House of Representatives, and the chairmen 
of the two legislative finance committees In Vermont, Tennes- 
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see, New Mexico, Utah, Illinois, and Nebraska an executive 
budget IS prepared, but in other states budgets aie largely the 
result of legislative rather than of executive action The Institute 

of Government Research m 1916 prepared and secured the adop- 
tion by Congress on 10th June 1921 of a Bill providing for a 
budgetary system which was passed mto law as “ The Ameiican 
Budget and Accountmg Act, 1921 ” Previous to this there was 
no executive Budget m the Federal Government As late as 
1917 there were twenty-nine separate Committees of Congress, 
fourteen m the House of Representatives and fifteen m the Senate, 
which prepared Bills requmng expenditure of public moneys 
Ten of the House Committees and eight of the Senate Committees 
reported appropriation measures, but other Committees had 
charge of matters which reqmred appropriations to be prepared 
by some one of these appropriation Committees The Committees 
were entirely mdependent of the executive, and indeed were mde- 
pendent of the Committees in chaige of revenue There was, in 
short, no complete financial plan No request for funds by 
admmistrative officers may now be made except through the 
Budget unless Congress specially requests it The Budget is 
prepared by the Bureau of the Budget, which is housed m the 
Treasury, at the head of which is the Director of the Budget, who 
is responsible to the President of the United States The pre^ 
liminary estimates are prepared by the Budget Bureau along lines 
approved by the President for his fiscal programme The 
President is no longer merely de juie head of the adrmmstration, 
but IS now de facto as well The Act has changed also his relations 
with the various administrative departments and with Congress 
Expenditures may be decreased oi deleted by the Administration 
unless these mvolve failure to cany out the enacted activities 
Under emergency legislation during the Trade Depression of 1931 
to 1936, wide discretionary powers regardmg changes in ex- 
penditure and appropriations were vested with the Duector of [ 
the Budget The preparation of the Budget requnes about six 
months and the President submits it usually to the Congress 
shortly after the opening session m January The revenue 
estimates are prepared under the jomt supervision of the Budget 
Bureau and the Treasury The Secretary of the Treasury, how- 
evei, cannot be compared m Budget matters with the Chancellor 
of the Exchequer because of the pre-emmence of the President 
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and the Bureau of the Budget The unportant position of the 
President and the Director of the Buieau is well seen from the 
Act itself Section 201 of the Act prescribes that “ the President 
of the United States shall transmit to Congress on the first day 
of each legular session, the Budget, which shall set forth in sum- 
mary and detail 

“ (a) Estimates of the expenditures and appropriations neces- 
sary in his judgment for the support of the Government for the 
ensumg fiscal year , except that the estimates for such year for 
the Legislative Branch of the Government and the Supreme 
Court of the Umted States shall he transmitted to the President 
on or before October 15th of each year, and shall be included by 
him m the Budget without revision , 

“ (6) His estimates of the receipts of the Government during 
the ensumg fiscal year, under (1) laws existmg at the time the 
Budget Ls transmitted, and also (2) under the revenue proposals, 
if any, contamed in the Budget , 

“ (c) The expenditures and receipts of the Government during 
the last completed fiscal year , 

" (d) Estimates of the expenditures and receipts of the Govei n- 
ment diirmg the fiscal year in progress , 

“ (e) Theamountof annual, permanent, or otherappropriations, 
mcludmg balances of appropriations for prior fiscal years, avail- 
able for expenditure during the fiscal year in progress, as on 
November 1 of such year , 

“(/) Balanced statements of (1) the condition of the Treasury 
at the end of the last completed fiscal year, (2) the estimated 
condition of the Treasury at the end of the fiscal year m progress, 
and (3) the estimated condition of the Treasury at the end of the 
ensuing fiscal year if the financial proposals contained m the 
Budget are adopted , 

“ (g) All essential facts regardmg the bonded and other in- 
debtedness of the Government , and 

“ (7i) Such other financial statements and data as m his opmion 
are necessary or desirable m order to make known in all piacticable 
detail the financial condition of the Government ” ^ 

1 Act, June 10, 1021, C 18, § 201, 42 Stat 20 Barnes Federal Code, 1923, 
cumulative Supplement (Indianapolis, The Bobbs Merrill Company) Barnes 
Federal Code, 1919, contama information up to December 1918 the 1923 
Supplement refers to the years 1910-1922 
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It IS also prescribed in Section 202 of this Act that 
“ (a) If the estimated receipts for the ensuing fiscal year con- 
tamed m the Budget, on the basis of laws existmg at the time the 
Budget IS transmitted, plus the estimated amounts m the Treasury 
at the close of the fiscal year m piogress, available for expenditure 
m the ensuing fiscal year, are less than the estimated expenditures 
for the ensumg fiscal year contamed m the Budget, the President 
m the Budget shall make the recommendations to Congress for 
new taxes, loans, or other appropriate action to meet the estimated 
deficiency 

“ (6) If the aggregate of such estimated receipts and such 
estimated amounts m the Treasury is greater than such estimated 
expenditures for the ensumg fiscal year, he shall make such 
recommendations as m his opimon the pubhc mterests require ” 
And also m Section 203 m regard to supplemental grants or 
deficiency estimates that 

“ (a) The President from time to time may transmit to Con- 
gress supplemental or deficiency estimates for such appropria- 
tions or expenditures as in his judgment (1) are necessary on 
account of laws enacted after the transmission of the Budget, or 
(2) are otherwise in the pubhc interest He shall accompany 
such estimates with a statement of the reasons therefor, mclud- 
mg the reasons for their omission from the Budget 

“ (6) Whenevei such supplemental or deficiency estimates 
reach an aggregate which, if they had been contained m the 
Budget, would have required the President to make a recom- 
mendation under subdivision («) of Section 202, he shall thereupon 
make such recommendation ” 

The Bureau has the authority “ to assemble, correlate, revise, 
reduce or increase the estimates of the several departments and 
establishments ” (section 207) The head of each department 
appoints a Budget officer who prepares the estimates of appro- 
priations (section 214), and these officials are liaison officers 
between the departments and the Bureau, the Bureau dealing 
directly with them m the routme work of the Budget They 
supply estimates to the Bureau m prescribed forms (section 216) 
The Bureau of the Budget may also be directed by the President 
to inspect departments and establishments m order to determme 
what changes should be made m the mterest of economy and 
efficiency m “ (1) the existmg organisation of activities, and 
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methods of busmess of such departments or establishments , 
(2) the appropriations therefor , (3) the assignment of particular 
activities to particidax seivicea , oi (4) the legroupmg of services ” 
(section 209) The Bureau of the Budget may obtam under 
presidential regulations any information which it requires, and 
officials of the Budget Bureau have access to the records of any 
department which they wish to inspect (section 213) 

There are six steps m the preparation of the American Federal 
Budget which are (1) the President’s financial policy , (2) the 
preliminary estimates , (3) the final estimates , (4) the hearings 
before the Board of Estimates of the Bureau , (5) the estimates 
returned to departments for Revision , and (6) the preparation of 
the Budget document itself The Budget document is a volume 
of 1500 pages published by the Bureau of the Budget and is very 
comprehensive 

The contrast before and after 1921 is startling Before that 
year the problem of financial administration as a whole m the 
Umted States left much to be desired The Secretary of the 
Treasury was merely a compiling officer who is to submit estimates 
to Congress He had power to modify the proposals transmitted 
to hun by the heads of the various departments The President 
had no department at his disposal through which he could 
eflectively exercise his authority In Congress itself there was 
division of responsibihties owmg to the many Committees Since 
1921, however, the President is charged with the preparation of 
the Budget estimates on specific Imes, and he is assisted in his task 
by the Bineau of the Budget with a Director responsible to the 
President only No department now may submit to Congress 
duect an estimate for appropriations Congress itself has done 
away with the numerous Committees, and has one strong Com- 
mittee on appropriations m the House of Representatives and one 
Committee on appropriations in the Senate The result has been a 
considerable savmg m expenditure and a very great improvement 
m financial admimstration which has not only afiected the Federal 
Government but has spread to states and local authorities • 
f I The Budget in India is presented to the legislature usually 
|/four weeks before the close of the financial year, which ends on 
^ the 31st of March, so that the whole of the discussion may be 
j completed before the year begins Various heads of departments 
I prepare them estimates, and m some cases these are taken m hand 
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as early as August o£ the year previous, % e six or seven months 
before the end of the financial year The returns filled m by 
administrative officers are m three parts (a) the revenue and 
standing charges of a more or less nermanent natnie. which. 
though they may vary from ^ar to year, are not dependent on 
th e Jiead of the department These charges are, for example, the 
salaries of tke permanent establishment and ordmary oontmgent 
expenditure , {b) charges which are fluctuatmg from year to year, 
but are not new objects of expenditure Ordinarily, stores 
required by the department are of this nature , and (c) new 
items of expendituie The estimates give the actual expenditiue 
of the previous year, the sanctioned expenditure for the current 
year, and the probable expenditure for the coming year Ex- 
planations are given of increases or decreases, and these are com- 
pared with the ciurent year One of the rules^Uowed m the 
preparation of these estimates m this country is not to mclude 
m the estimates any new charge unless sanctioned by competent 
authority The heads of offices submit then estimates to the 
administiative departments of Government at headquarters, 
which in turn sciutimse the estimates Part I of the returns, 
{n) above, is mainly sciiitimsed by the Admmistrative Depart - 
ment and the Accountant-General The second part, (&) above, 
IS reviewed by the Fmance Department and the Accountant- 
General, the Accountant-General acceptmg the orders of the 
Finance Department as final in this respect The third part 
of the return is that which receives the moat careful scrutiny 
The head of the office has to obtam the administrative approval 
of the department before the expenditme can be placed in the 
Budget The Finance Department also scrutinises carefully 
these new items The admmistrative departments then forward 
to the Fmance Department memoranda explaining the necessity 
for each new item of expenditure, m order that these explanations 
may be placed first before the Fmance Comimttee of the legisla- 
ture, and then before the legislature itself m a statement of new 
items showmg (1) the cost of the now items and the head by 
which it should be borne m the Budget , (2) whether the cost is 
recurring or non-recmring, and (3) any explanatory memorandum 
showmg the reasons for this new expenditure The Accountant- 
General includes in the preliminary Budget forecast submitted 
to Government m December these approved items 
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The Accountant-General prepares two editions of the Budget 
(1) on the ba.si3 of the actual eight-monthly figures, and (2) on the 
basis of the nine-monthly figures The duty of consolidating 
the estimates devolves on him for the provinces, the Fmance 
Department decidmg which figures shall be taken as final The 
second edition of the Budget is prepared by about the second 
week of February, and important changes based on ten months’ 
actuals are incorporated in the Budget With the completion 
of this the preparation of the Budget is ended, and it is ready for 
presentation to the legislature Eight months after the beginning 
of the financial year, usually m November, four sets of figures are 
available for Budget purposes (1) the accounts or final figures 
of the previous year , (2) the Budget estimates of the current year , 
(3) revised estimates for the current year , and (4) the Budget 
estimates for the following year 

The Government of India Budget, as distmct from the 
provincial budgets, includes, in addition to the expenditure of 
civil departments, the expenditure of non-civd departments, 
such as mditaiy finance, posts and telegiaphs It includes also 
expendituie mcmred by the India Office, except that portion 
which IS a pait of the British Budget, and also of the office of the 
High Comraissionei for India m London, whose estimates are 
forwarded to the Government of India foi inclusion m their 
Budget The railway budget is now separate from the main 
Budget, the net contribution to the latter by railways alone 
bemg shown The naiiower the time between the preparation 
of the Budget and the period to which the Budget refers, the 
closer will be the accuracy of the forecast In India, however, 
the Budget is prepared before the monsoon falls, and there is 
therefore considerable uncertainty m the finahty of the figures 
There is usually a very detailed statement, called “ the Budget 
estimates ”, which gives m detail the expenditure for each office 
in the admmistration In Great Britam such a statement is 
called the “ civil estimates ” They are part of the Budget, and 
are to the legislature of much importance 

The financial procedure m India m regaid to the Budget, m 
so far as the executive is concerned, is of considerable interest to 
the student of public finance It is based on the prmciple which 
IS now recognised as the foundation of any sound system of Budget 
procedure, ^thai no proposal for the imposition of taxation or for 

ti . 
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the appropriation of public revenues should be made to the legis- 
lature except by the executive In this lespect Budget procedure 
IS similar to that of Great Britain In some respects, however, 
there are differences There is no annual Appropriation Act in 
India The proposals for the appropriation of revenues submitted 
by the Government require only a vote of the legislature in the 
form of demands for grants, and a resolution of the legislature 
approving a demand is sufficient legal warrant for the appropria- 
tion The Budget or annual financial statement provided for m 
the Government of India Act of 1936 distingmshes expenditure 
on revenue account from othei expenditure, and sums required 
to meet expenditure are divided mto three categories (1) those , 
which are open to discussion but aie not to be submitted to the J 
vote of the legislature , (2) those which will be submitted to the 
vote of the legislature , and (3) proposals, if any, which the 
head of the executive (» e the Governor-General m the case of 
the Federation and the Governor m the provinces) may regard as 
necessary foi the fulfilment of any of his special responsibilities 
In the first category are mcliided (1) debt charges , (2) the salary 
and allowances of the head of the executive, including personal 
or secretarial stafl, salaries of Mmisters, Judges, and the salaries 
and pensions payable to certam members of the Cml Service, and 
certain other sums such as provident and family pension funds , 
and (3) in the case of the Federal Government, expenditure for 
the pmpose of the discharge by the Governor-General of his 
fimctions with reference to defence, ecclesiastical affairs, and to 
external affairs Most of the heads of expenditure of the first 
category are identical with, oi analogous to, payments which 
would m the Umted Kmgdom be described as Consolidated Fimd 
charges and as such would not be voted annually by Pailiament 
There are two principal exceptions to this pimciple, viz the 
salaries of Mmisters and the salaries and pensions payable to 
certam members of the Civil Services or to their dependants 
The convention in Great Biitam whereby a motion for a nominal 
reduction m the salary of a Munster has become a useful method 
of criticising a department or ventilatmg a grievance, has not 
estabhshed itself in India, and experience has shown that the 
legislatiues have rmsused then powers m such a way as to deprive 
Mmisters of their whole salaries and to prevent a mmistry from 
functionmg at all The safeguardmg of the Civil Services under 



964 


THE SCIENCE OF PUBLIC FINANCE 


responsible government baa also been necessary All other 
estimates of expenditure embodied m the Budget are subject to 
the vote of the legislature, except where m regard to any demand 
which is necessary for the fulhlment of the special responsibilities 
of the head of the executive Most of the heads of expenditure 
not subject to vote would not even m the United Kingdom be 
subject to an annual vote in Parliament, and the inclusion of 
those which do not fall within that category is justified as a 
matter of reasonable precaution m order that responsible govern- 
ment itself, as the Joint Parliamentary Committee has pointed 
out, may be a reabty m the future 

In the Federal legislature the Governor-General must lay the 
Budget before both Chambers, and the Governor m the case of 
provinces before the Chamber oi Chambers The Budget m all 
cases must show (1) the sums required to meet expenditure upon 
the revenues of the Federation ui the case of the Federal Govern- 
ment, and m the case of the provinces expenditure charged upon 
the revenues of the provinces, and (2) sums required to meet other 
expenditure proposed to be made from the revenues of the 
Federation or of the provmces, as the case may be Expendituie 
on revenue account has to be distmguished from capital expendi- 
ture Sums, if any, to be included solely because the Governor- 
General or the Governor has directed their inclusion as being 
necessary foi the discharge of his special responsibilities, must also 
be submitted in the form of demands for grants to the Assembly 
and thereafter to the Council of State Supplementary state- 
ments of expendituie may be submitted to the legislature by the 
executive during the financial year when required and classified, 
as m the mam Budget, m regard to sanction by votes A similar 
procedure is followed m the case of legislatures in the provmces 

The Fiscal Yeae 

5 In the preparation of the Budget there are one or two 
matters of importance which reqmre further examination In the 
first place there is the question as to the period to which the data 
shoidd refer Should it be a twelve-month, and should it be the 
calendar year ^ In several states of the Umon the budgetary 
period 18 biennial and m Alabama it is quadienmal Before the 
War, m some German states bienmal budgets were m vogue. 
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and in one state at least — ^Hesse — a triennial budget was pre- 
sented In Prussia expenditure on the Army was for seven yeais 
at a time The objection to a period longer than a year is a real 
one It removes popular control over the executive and conceals 
important variations A period shorter than a year ignores 
accidental changes and upsets administrative departments Foi 
this reason supplementary budgets should be avoided, although, 
as we shall see, not necessarily supplemental grants oi, in 
American phraseology, “ deficiency bills ” 

The date of commencement of the fiscal year varies from 
country to country In England from 1608 to 1799 the year 
ended at Michaelmas (10th October) , from 1800 to 1832 the year 
ended on 5th Januaiy , from 1833 to 1864 it ended on 5th 
January, 31st March, and 6th April The reform of adoptmg a 
financial yeai ending on one date, 31st March, was earned out 
foi the first time m the year ending 31st March 1865 In India 
the present financial year, followmg that of England, was mtro- 
duced with efiect from 1866 ^ The financial year ending 31st 
March is used not only m Great Britain and India, but also m 
Canada, New Zealand, the Union of South Africa, Japan, Siam, 
Germany, Bulgaria, Denmark, Greece, Poland, and Rumama 
The financial year endmg 30th June is followed in the United 
States, Australia, Italy, Hungary, Noiway, Sweden, Mexico, 
Newfoundland, and China The change from the calendar year 
took place m the United States from 1844 The financial year 
coincides with the calendar year in France, Belgium, the Nether- 
lands, Spam, Switzerland, Czechoslovakia. Russia, Peru, Chile, 
Brazil, Jamaica, and Trimdad Of fifty-four countries of the 
world twenty-six have adopted the calendar year, sixteen the 
year ending 31st March, and twelve the year endmg 30th June 
The selection of the financial year, and the fixing of the date of 
I the presentation of the Budget to the legislature, are determmed 
‘ by administrative convemence Accuracy m forecastmg the 
revenue of the coming year and finally estimating the receipts 
and expenditme in the preceding yeai, are of importance It 
was on this account that the Chamberlain Commission m regard 
to India suggested that the question of the calendar year should 
be considered or the commencement of the year from the 1st 
of November The provincial governments were against the 
‘ Of the author’s Indian Finance and Banking (London Macmillan), p 328 
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change and commercial circles weic divided in then opmion, 
and the Government of India decided m 1923 not to altei the 
date 1 Another point to remember is that the sanction of the 
legislature should be secured m time for raising taxation and 
authoiismg expenditure, and these two considerations should 
mainly govern the selection of the dates 

France makes a distmction between the fiscal year and the 
fiscal period {Vexocice) * The fiscal year corresponds to the 
calendar year, and the annual finance report contains only an 
incomplete statement of receipts and disbursements during this 
period, with the opemng and closing balances It is only a 
memorandum of account An exetcice is the official account- 
ing period also corresponding to the calendar year, but it contains 
all the receipts credited and the expenditure debited to the period 
whether they are actually paid or actually received m the twelve 
months or not The accounts are thus based on payments of 
services m the year instead of on payments withm the year 
The French system of accounts distinguishes between accounts 
pa? gesUon and accounts paj exeicice Qeshon accounts contain 
receipts and expenses during a given year, while exemce accounts 
contam receipts and expenses which, by then origin, relate to a 
particular year mespective of the date at which they were 
collected or paid The gestion accounts are closed on the last 
day of the Budget year (31st December), while the accounts pa? 
exeicice remain open until 31st March following the end of the 
year, for liquidation of liabilities (issue of pay vouchers), until 
30th April foi payment of habilities and collection of claims, and 
until 31st July foi final adjustment Expenditure incurred but 
not hquidated or paid on the dates just mdicated is transfeiied 
to the account of the cmient year under a separate headmg, 
“ expenditure on closed budgets ” The pubhcation of closed 
accounts is often much delayed The accounts, for example, for 

' See Kesolntion of the Govemmont of India in the finance Department, 
No 83 P D , dated 18th January 1023 

Vide PWmski’a translation of Rene Stoumi’s Budget (New York, 1917, 
D Appleton & Co ) This la a olaaaioal work on matters connected with the 
Budget Hia diaoussion on the IVench aystem will he found on pp 115 and ff 
Cf also The Financial Admimsb ation of Great Bntain (Willoughhy, Willoughby 
and Lindsay, 1917, D Appleton & Co ) See pp 323 and S , Royal Statistical 
Journal, 1866 Willoughby, The National Budget System, vnth Suggestions foi 
Its Improiement (Baltimore, 1927) , Buck, Public Budgeting (New York, 1929), 
Buehholtie, Bechmnigsueseni tn Reich, Staal und Gemeinde (Mannheim, 1924) 



THE PEEPARATION OF THE BUDGET 967 


the exeicice of 1918 were not finally closed even m 1923 The 
French method regards each year as possessmg a personality of 
its own, renders comparison between dilierent years easy and 
accurate, and attempts to show the real revenue and expendi- 
ture of the year, talang into accormt not merely the Treasury 
balances but also the amounts transferred to local disbursement 
officers but unexpended by them It tries also to show how 
much of the revenue and expenditure is due to permanent and 
temporary causes The mam defect, and it is an important 
defect, m the French system is the delay in the closmg of accounts 
Some writers appear to hold that this method of accounting is 
the ideal one, and they censure Governments for not mtroducing 
it on the ostensible reason of avoidmg more labour for officials 
There is, however, as in most matters, another side to the question 
In the first place, on the 31st of March any unspent appropriation 
in accounts closmg on that date lapses It is true that there is a 
tendency to spend up to these appropriations in some depart- 
ments by a rush of expenditure in March This can be obviated 
by a strict system of control by which the appropriation would 
not be allowed unless the amount is entirely and genuinely 
required Cases have come to light when railways have bought 
railway sleepers and large quantities of stores necessary in older 
to avoid these lapses These are in most countries not large in 
comparison with the total appropriation, but nevertheless they 
deserve to be carefully watched The mam objection to the 
French system is the umeasouable delay which occurs before the 
exeicfice is complete, a period which may extend to five years, 
and when complete figures are available then value is not so 
much greater than the ordinary receipts and expenditures used 
in other countries In France there is the memorandum which 
corresponds to the accounts m other countries , but it does not, 
of course, give details as m the exetcice One writer ^ suggests 
that most countries could follow the French method by taking 
accrued assets and accrued liabilities, as in the case of corpora- 
tions, and close the accounts within a period of eight or nine 
months after the end of the financial year There is much to be 
said in favour of this At the same time there is the simplicity 
of the British, American, and other systems For Governments 
the object of accounts is not identical with that of corporations, 
1 Adams, The Science of Finance, p 206 
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since Governments simply wish to know how much has been 
spent and how much is on hand, and not so much their total 
assets and their total liabilities^ 

The Contents of the Budget 

6 The next question is whether receipts and expenditure should 
be gross or net, and to what extent detailed heads of expenditure 
should be shown If gross figures are shown, all transactions will 
ordmarily be placed before the legislature, and serious scandals 
avoided On the other hand, if gross figures are given there will 
be a tendency to swell unduly certain heads of expenditure and 
mcome, e q those connected with commercial services Where 
the expenditure m the revenue-yielding departments is low and 
receipts m the spendmg departments small, it is the net figures 
that are of importance On balance it is preferable to show gross 
figures, except perhaps m the case of commercial concerns where 
net figures may be given m the Budget proper with the gross 
revenue and expenditure data m the form of an appendix It is 
preferable to have swollen and exaggerated income and expendi- 
ture rather than to avoid showing gross figures, as the vote on 
the Budget would m these cucumstancesbe considerably impaired, 
and the more facts placed before the legislature, m the long run 
the better for the country’s finance Up to the year 1864 revenue 
departments in Great Bntam did not put before the House of 
Commons detailed estimates, charges of collection being deducted 
by each department from the gross collections A resolution of 
the House of Commons dated the 30th of May 1848 condemned 
this method The whole of the revenue derived from taxation 
after the deduction of payments for drawbacks, bounties, repay- 
ments, and discounts is now credited to Government account, 
t e paid mto the Exchequer, and the cost of the revenue depart- 
ments IS mcluded m the annual estimates ^ 

The Budget should be comprehensive, intelligible, and 
accurate The heads of revenue and expenditure should be so 
classified to enable the legislature to discuss all questions of 
pohcy and pubhc mterest without difficulty, and to record their 
vote without prejudicially aifectmg other items of revenue and 

1 May, Parliamentary Piactice, p 447, 12th edition (London, Butterwortli 
i Co) 
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expendituie The classification of the heads should be permanent, 
and no change effected without ample notice, otherwise the 
real position of the Budget will not be understood Governments 
do not ask for more than they require The Fmance Member 
in the Indian Legislative Assembly said on the 22nd of September 
1921 “ 1 have m my department men who, if I would allow 

them to do so, would be capable of putting up a Budget which 
would easdy defeat the sciutmy and defy the criticisms of the 
House They could conceal among the innumerable items 
which go to make up one Budget a hberal provision of reserves 
that the House would never detect, and which would relieve one 
of the embarrassing necessity of havmg subsequently to produce 
demands for supplementary grants But, sir, this is not the 
spirit m which we frame our Budget We frame our Budget 
with the deliberate mtention of asking the country for only so 
much as we really need to spend ” ^ It is unwise to have a system 
of separate Budgets, as this mterferes with the unity of the 
Budget and precludes a clear grasp of the financial situation as 
a whole Thus m the French Budget all fiscal items are not 
mcluded outside the general Budget, nor aie items in the “ caisse 
d’amortissement ” (Law of 7th August 1926) and the “ Social 
Insurance Law ” (6th April 1928) The “ Services spdciaux du 
Trdsor ” are not linked m any way with the general Budget, and 
thus in several directions it is difficult to obtain the true surplus 
or deficit in any year in the French budgetary system It may, 
as stated elsewhere, be possible to give a separate Budget for a 
very impoitant commercial head such as railways in order to 
facilitate the ru nnin g of the department on strict commercial 
lines In regard to the question whether any special mcome 
should be assigned for any special expenditure, the general 
prmciple to be followed is to meet expenditure from general 
revenues and not to earmark any particular source for a special 
item of expenditure 

Supplementary Budgets and Estimates 

7 We have condemned supplementary Budgets smce they 
upset the financial period and waste the time of the legislature 
These may be used on rare occasions as in September 1931 in 
1 Legislative Assembly Debates, vol ii p 845 
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Great Britain and m India m November of the same year, when 
these countries shpped oft the gold standard and the economic 
blizzaid of that year required new Budgets so that new taxation 
could be imposed to meet changed conditions Although under 
supplemental Budgets new facts aie brought to the light of the 
legislature, and corrected if necessary, they produce a general 
feeling of msecurity in the administration, such as to outweigh 
all advantages that may be urged m their favour, except in cases 
of emergency such as the outbreak of a war In an emergency 
national policy is to unprove the balance of trade and to equalise 
the yield of taxation with a normal recurrmg expenditure of the 
Budget The methods to achieve this must be such as to increase 
rather than to dimimsh output, and hence to mcrease the national 
mcome and the yield of revenue whilst mamtammg the prmciples 
of social justice 

With supplementary estimates or grants, or, as they are 
termed in France, aidits additionnels, or m Ameiica, “deficiency 
bfils ”, the case is otherwise A supplementary estimate may 
be either lor a grant to a service already approved or for a 
grant of new expenditure that has arisen smce the presentation 
of the Budget to the legislature “ The need ”, says May, 
“for a supplementary grant to an existmg service is not m- 
frequently caused by the system m force to ensure the control 
of Parhament over public expenditure To provide for the 
early presentation of the annual estimates, the departments are 
obhged to compute m the month of November their anticipated 
expenditure for the ensumg financial year, datmg from the 
commg 1st April Falhbility must attend calculations which 
range over sixteen months m advance , and as too large a 
demand for money is a grave departmental error, the official 
tendency is to make the demand too small If the lesser error 
occurs, to avoid the still greater evil of excess expenditure, 
recourse of necessity must be had to a supplementary grant ” ^ 
It may be sometimes necessary for departments to apply for 
excess grants, havmg expended their appropriations of the 
previous year The British House of Commons, on the 30th of 
March 1849, resolved that “ when a certam amount of expenditure 
for a particular service has been determmed upon by Parhament, 
it is the bounden duty of the department which has that service 

1 May’s ParhaiMnUiry Practice, 12tli edition, p 462 
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under its charge and control to take care that the expenditure 
does not exceed the amount placed at its disposal for that 
purpose ” ^ Exceptional demands are met by votes oi credit, 
which are ordmarily voted before the expenditure is incurred 
We have seen that the total amount of votes of credit durmg the 
War voted by the British House of Commons amounted to 
£8742 millions They are used when the extent of the service 
IS unknown Like other grants, they are available only durmg 
the financial year in respect of which the grant is made 
Financiers have fiom time to tune condemned supplementary , 
credits Gladstone, for example, said, “ It is a sound prmciple . 
that one, and only one, estimate of national expenditure should 
be laid before Parhament durmg each session A for to render^ 
Parliamentary control efiectual it is necessary uEalT the House 
of Commons should have the money transactions of the year 
presented to it m one mass and m one account ” They tend 
to make for incoireot estimates, and above all are sometimes used 
to escape the vigilant scrutiny of the legislature m the original 
Budget “ The practice of deficiency bills ”, Adams has noted, 

“ tempts the admmistration to withhold a complete statement 
of its needs in the origmal estimate for fear its estimates may 
be cut down The officers of the executive department may 
have greater confidence m the willingness of the legislature (or, 
what amounts to the same thmg, in their abihty to coerce the 
legislature) to grant supplemental credits than to vote the 
entire amount which they recognise as necessary m the original 
appiopriation This, of course, is an improper method of 
procedure and a perversion of the theory of deficiency bills, 
which should be strictly limited to the correction of legitimate 
or mevitable errors m the ongmal estimates The legislature, 
also, or rather the party m power, finds itself exposed to a 
similar temptation Suppose, for example, an important election 
between the votmg of the ongmal appropriation and the time 
when deficiency bills are presented What is to hmder 
the legislature from curtaibng the appropriations m the 
regular Budget m order to make a show of economy before 
the public '2 Such a pobcy must of course be followed by 
unusual appropriations m the form of deficiency bills, but the 
election meantime has taken place and the party has been 
1 Ibid p 463 
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returned to power Tins is both an undignified and a dis- 
honest procedure ” 


Extbaoedinary Budgets and Extea.obdinary 
Expenditures 

8 Budgets aie sometimes divided into ordinary Budgets and 
extraordinary Budgets, but these terms are used m widely difierent 
senses m various countries Extraordmary Budgets are used 
mainly to finance war, wai preparations, or large capital pro- 
giammes such as those for railways It is usual to confine the 
term “ extraordmary expenditure ” to new capital expenditure 
which 18 met from loans, and the cost, therefore, of amortisation 
IS shifted to future years Germany origmally mcluded in the 
extraordinaiy Budget only capital expenditure This, however, 
included expenditure on naval armaments and on military works 
Smce the War, German extiaordinary expenditure has been 
applied to reparations and to investments taken in a wide sense, 
while extraoidmaiy revenue moludes the proceeds of loans and 
other funds such as mterest on railway bonds and mdustrial 
debentmes and tiansfeis from the general Budget A distmotion 
15 also made m ordmary expenditure m the German Budget 
between “ permanent ” expenditure foi the continuous require- 
ments of the admmistiation and “ one-time ” expenditure, non- 
recurrmg or expenditure of which the recurrence is at long 
Intel vals or is uncertam In France and Belgium extraordmary 
Budgets include both capital expenditure and other expenditures 
of a non-recurrmg nature, although, especially m times of stress, 
items of a recurimg nature are apt to be included Extraordmary 
Budgets m France were nommaUy abobsbed from 1922, but they 
are still in use and to the unwary m French finance are misleadmg 
when the real surplus oi deficit is to be calculated In Japan 
extraordmary Budgets mclude the extraordmary revenue such as 
the proceeds of sales of State property, loans, and receipts from 
local contributions towards the expenses meurred by the State 
for the benefit of certam prefectures, transfers from special 
accounts, while extraordmary expenditi’xe mcludes expenditure 
on new and non-recurrmg items 

1 Adams, Ftibhc J'tnance, p 186 This has been modified by the creation of 
the Budget Bureau in the Treasury by the Budget and Accounting Act, 1921 
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It IS better to disregard altogether the distinction between 
ordinary and extraordinary Budgets and between ordinary and 
extraordinary revenue and expenditure In the British Budget 
there is no distinction between ordinary and extraordinary 
expenditure and the Budget mcludes all fiscal items The 
nearest approach to an extraordinary Budget or capital account 
in the British financial system is capital expenditure provided 
not by a vote of the year but by a special Act authorising the issue 
of a total sum from the Consolidated Fund, such expenditure bemg 
usually outside the Budget It is met either from a portion of a 
realised Budget surplus (which can always be diverted from its 
statutory purpose for the redemption of the National Debt by a 
special clause m the Fmance Act) or by a special borrowmg 
clause It IS difficult to strdce a proper hne of division between 
ordmary or permanent and non-reciirrmg or extraordinary items 
Expenditure, for example, in connection with earthquakes m 
Japan and Italy or fammes in India may be regarded as a fairly 
regular item, and there is, therefore, no clear-cut division between 
the two The Com des Comptes of France has tune and again 
pomted out the evils of extraordmary Budgets — especially the 
practice of charging regular expenditure to such Budgets An- 
othei objection to extraordinary Budgets is that they open the 
way to subterfuge and offer temptation to abuse They tempt a 
Government to balance its Budget by trick devices, by placmg 
outside the general Budget items which should be included The 
concept of an extraordmary Budget is dangerous foi another 
reason It leads the general pubhc to think that Governments 
can meet such expenditure by the proceeds of loans mstead of 
from taxation It is, therefore, better to avoid altogether the 
slippery term “ extraordmary Budget ” All fiscal items should 
be included without exception m the content and scope of a 
Budget so that a deficit may be at once seen and a nation be 
prevented from bvmg beyond its mcome A deficit itself may 
not be a very serious matter when unexpected expenditure is 
imperatively necessary durmg the currency of the financial year, 
expenditure unforeseen when the Budget was passed What is 
all-unportant is not so much a deficit at the end of the year but 
the measures taken to meet that deficit If a country fads to 
take steps to balance its Budget, then natmally grave doubts 
arise as to its financial stabdity No country must hve beyond 
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its means, i e on its capital On the other hand, if the estimated 
revenue shows a large surplus over the estimated expenditure, 
taxation may he reduced to the extent of the amount of the 
surplus realised m the previous year 



CHAPTEE XXXIX 


THE LE&ALISATION OK VOTING OK THE BUDGET 

Constitutional Changes after the War 

1 The next stage in th.e lustory of the Budget is its legalisation, 
and tins depends to a large degree on the constitutional law and 
custom of the country concerned (The conception of the Budget 
as a central mstrument of financial admmistiation is, as we have 
seen, a comparatively recent development The early struggles 
of the legislature were on taxation or revenue lather than on 
expenditure But gradually legislatiues came to control bothj 
It IS not often realised how complicated a husmess the votmg 
of a Budget is This may be illustrated by referring to the 
publications connected with the Budget in the legislature In 
the United Kingdom, for example, there is the Budget Speech 
with the Financial Statement of revenue and expenditure aocom- 
panymg it Theie are five large volumes of estimates, one each 
for the Civil Service, revenue departments, the Navy, the Army, 
and the Air Force There are also four volumes of Appropriation 
Accounts, one each for the Civil Service and revenue departments, 
the Navy, the Army, and the Air Force In addition, there are 
returns relating to revenue and expenditure, such as the Memor- 
andum on Present and Pre-War Expenditure, the Public Social 
Services return, and the Finance Accounts of the Umted Kmgdom 
for the year There are returns relating to the National Debt, 
Sinkmg Funds, Local Loans, the Civil Contingencies Fund, the 
Treasury Chest Fund, the Development Fund, and the Post Office 
Savings Bank All these aicPailiamentaiy publications In the 
Umted States the Budget document itself is a bulky volume of 
about 1500 pages pubbshed by the Bureau of the Budget Part I 
contams the Budget Message of the President, the general financial 
statements, and the estimates of expendituie andreceipts Part II 
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contains detailed expenditure estunates classified by Govern- 
ment departments Theie are, m addition, Treasury and Con- 
gressional documents lelatmg to finance In France the docu- 
ment referred to as the Budget is the “Projet du budget”, and 
it IS usually m three volumes and contains approximately 2600 
pages Volume I contains the financial statement (Expose des 
motifs) with an explanation and text of the proposed laws 
(Examen des articles de la loi des finances and projet de loi), 
and also the estunates of expenditures and revenues Volumes 
II and III contam detailed expenditure estunates The final 
Budget Law as enacted by the legislature (Loi fixant le budget) 
IS published m the official gazette {Bullehn qfficiel) In Germany 
the Budget is published m two volumes Volume I contains the 
Budget Laws as voted (the Gesamtplan) with Parts I -VIII of 
the “ Emzelplane ” Volume II contams “ Emzelplane ” IX- 
XX These volumes cover approximately 1000 large pages In 
Italy the information on the Budget is pubhshed m several 
volumes and extends to many thousand pages The Speech of 
the Mimstei of Fmance (Nota prelimmare geneialc) is published 
as a pailiamentary document The text of the proposed laws 
appears in separate volumes for each of the thirteen Mimstries 
and each volume contams also expenditures The volume for the 
Mmistiy of Fmance mcludes aU revenue items 

In order to arrive at the connecting prmoiples it is necessary 
to indicate the outstanding features of the more important 
systems Although the procedure m different countiies difiers, 
theie are certam general rules generally applicable to the legalisa- 
tion of the Budget There are several problems such as the 
imtiation of money bills, the annual voting of the Budget, re- 
appropiiation or powers of mrement granted by the legislature, 
reserve funds, the powers of the two Chambers (such as the House 
of Commons and the House of Lords m the Umted Kmgdom of 
Great Britam and Northern Ireland, the Chamber of Deputies 
and the Senate m France, and the House of Representatives and 
the Senate m the case of the United States), and finally the veto 
and the restoration in certam cases of grants m the Budget All 
these questions require consideration, and the procedure m some 
countries has almost become a meamngless ritual which goes on 
year after year and generation after generation Occasionally 
the financial machme is renovated and brought up to date, as m 



xxxix THE LEGALISATION OF THE BUDGET 


977 


the classic instance of the American Budget and Accounting 
Act, 1921 The Budget as it emerges fiom the executive must 
be unified, and at the same time be a detailed system givmg full 
information on the country’s finances It must be clear, timely, 
full, and accurate 


Peocedurb in Difberent Countries 

2 As IS well known, the power of votmg the Budget has 
grown gradually The famous 12th Article of the Magna Charts 
provides that “ no scutage or aid shall be imposed m the kingdom, 
unless by the Common Council of the realm, except for the purpose 
of ransommg the kmg’s person, makmg his first-born son a 
loiight, marrymg his eldest daughter once, and the aids for these 
purposes shall be reasonable m amount ” Clause VI of the 
Cmfiimaiio Caitmum of 1297 provides that “for no busmess 
henceforth will we take such maimer of aids, tasks, nor prises, but 
by the common assent of the lealm, and for the common profit 
thereof, savmg the ancient aids and prises due and accustomed ” 
The Stuarts asserted the divme light of kmgs, and attempted to 
deny the right of the Commons to vote the Budget In 1626 
an Appropriation Act legalised all previous appropriations 
Charles I attempted to raise forced loans, but the Petition of 
Eight solemnly declared that no tax should be levied without 
the consent of the nation, and condemned forced as well as volun- 
tary loans to the Crown The levy of ship money and the famous 
trial of Hampden are too well known m English history to be 
described here With the Bevolution, however, of 1688 the 
principle of Parliamentary control of the purse triumphed 
“ Henceforth shall no man be compelled to make any gift, loan, 
or benevolence, or tax, without common consent by Act of 
Parliament ” The Crown, in othei woids, has no prerogative 
at all to impose or change taxation mdependently of Parhament 
The right of the representatives of the people to control the purse 
has never smce that time been contested 

The result to-day is that the British Parliament, although m 
no sense an executive authority, exercises control (1) by legal re- 
strictions, which prevent the Crown or its Mmisters from imposmg 
any charge without the consent of Parhament, either m the form 
of taxation or expenditure on loans, and from mamtammg a 
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standing army m time of peace , (2) by tbe dootrme of tbe Con- 
stitution, by wbicb supphes are granted annually by tbe House 
of Commons, this supply necessitatmg statutory sanction each 
year , (3) by tbe rule of tbe Constitution by wbicb Ministers of 
tbe Clown are held responsible to Parliament for any act done 
by them m tbeir mmisterial capacity or for any advice tendered 
by them to tbe Sovereign , (4) by means of tbe rule by wbicb 
supply granted must be appropriated to tbe particular purpose 
for wbicb it was granted , (6) by tbe presence of Ministers m 
Parbament, so that then actions can be exammed and criticised , 
and {6} by other means e g Parliament may be suppbed with 
information, such as by questions and answers, ^ by royal com- 
missions or committees, and by “ command papers ”, wbicb, 
with tbe exception of tbe annual estimates wbicb are printed by 
tbe order of tbe House of Commons, are pimted on tbe authority 
of tbe department presentmg them In each House command 
papers are presented without any formabty by being laid on tbe 
table by tbe Mmister responsible for them, and durmg a recess 
these papers may be presented to tbe House of Lords by debvery 
to tbe Clerk of tbe Parliament or to tbe House of Commons by 
delivery to tbe Librarian of that House, m accordance with tbe 
standmg orders of both Houses It is possible for either House, 

It IS obvious that questions and interpellations on financial questions are 
of impoitanoe The earliest recorded instance of a parliamentary question 
occurred m the House of Lords on 9th Ftbruaiy 1721, and the piaotioe was only 
formally recognised on 29th Apid 1830 when the Speakei of the House of 
Commons ruled “ that there is nothing m the orders of this House to preclude 
any member fiom putting a question and receiving an answer to it ”, and this 
method, “ though not strictly legulat, affords great convemence to individuals ” 
Questions appeared on the Order Paper for the first time in 1849 and in 1864 
appeared Ride 162, that questions were permitted to be put to Ministers on 
public affairs before pubho business was entered upon, and to other members 
relatmg to any Bill, motion, or other pubho matter m which such members 
were concerned Questions may be debated in the House of Lords but not m 
the House of Commons, though a member in the latter may give notice that he 
will raise the matter on the motion for the adjournment of the House, which 
can be made only immediately after Questions if it receives the assent of not 
fewer than forty members, and after the Speaker has decided that it is “ a 
defimte matter of urgent pubho importance ” The matter must be both 
urgent and defimte As the E-veoutive m the United States is not responsible 
to the legislature (i e to Gongiess), questions have no place They have, how 
evei, a plate m those countries which are modelled on the United Kmgdom such 
as Canada and India In Switzerland questions and interpellations are pei 
mitted In Prance mteipellations, i e interruptmg the order of the day by 
demandmg an explanation fiom the Minister concerned, are very frequent and 
lead on occasions to mmistenal crises 
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by means of an address to tbe Crown or of an order of tEe House, 
to obtain from any department mformation connected witb tbe 
work or administration of such, department In the House of 
Lords a motion for papers is often laid for th.e purpose of debate 
upon a fit subject of public interest, but m tbe House of Commons 
this IS seldom done A motion for a return or for information 
upon any subject may be refused if the makmg of such return or 
the givmg of such information is considered to be madvisable in 
the public mterest or mvolvmg unreasonable labour or expense 
Although it IS not possible for any member of the House, except 
a member of Government, to propose expenditme, he can move a 
resolution to the effect that pubhc money might profitably be 
expended upon purposes specified m the resolution, and if the 
House agrees to the motion, it thereby commits itself to a general 
approval of such an outlay A private member cannot, however, 
move that a specific sum be granted for a special purpose, as it 
must emanate from a Minister of the Ciown ^ This is a great safe- 
guard of the taxpayer agamst what Anson calls “ the casual 
benevolence of a House wrought upon by the eloquence of a 
private member, agamst a scramble for pubhc money among 
unscrupulous pohticians biddmg agamst one another for the 
favour of a democracy But the rule is not law Like all other 
resolutions or standmg orders of either House, it is a self- 
imposed rule, made by a public body for the guidance of its 
procedure ” * This self-demal on the part of the House of Com- 
mons is not based on statute but meiely on the resolution of the 
House, which could be rescmded at any tune But the House 
has found the wisdom of the Standing Order which is beyond 
argument It is the Executive that is responsible for the Budget ^ 
balance and for the finances of the country A recommendation 
by the Crown under this Order is usually commrmicated by the 
responsible Mmistei verbally, or it may be communicated under 
the sign-manual The most usual way is for a Mimster simply to 
touch the document, as it is introduced, with his finger by leaning 

1 Standing Order No 66 of the House of Commons provides “ This House 
will receive no petition for any sum relating to the public seivice, or proceed 
upon any motion foi a giant or charge upon the public revenue, whethei pay 
able out of the ooiisolidated fund oi out of money to be provided by Parliament, 
unless recommended by the Cioivn ” 

2 Law and Custom of the OonslituUon, vol i p 272 (Clarendon Press, Oxford, 
1009) 
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forward in lus place on the front tench in tte House of Commons 
This limitation of financial mitiative protects members of tbe 
House of Commons from improper pressure by tbeir constituencies, 
tbe House itself agamst appropriation of public funds for tbe 
benefit of mdividual constituencies, and, lastly, tbe taxpayers 
Tbe House can make its will felt on tbe Government by not 
agreeing to tbe Government’s programme , it can reduce tbe 
provision for any service oi services if it wishes Tins is tbe 
detailed veto m tbe course of votes of Supply Its power in this 
way 13 negative But it also can not merely reduce but indirectly 
increase expenditure It can refuse a demand by reducing tbe 
vote merely by a nominal amount or refusmg to pass it altogether 
on tbe ground that it believes tbe provision to be inadequate 
The Government, then, can brmg in a revised proposal, and when 
tbe House m this way dictates an increase of expenditure its 
power IS tbe reverse of negative or it is mdirectly positive Tbe 
House can msist on a change of Government This is in practice 
efiected by a vote of want of confidence, but such a vote ultimately 
lests upon tbe power of witbholdmg ways and means This is tbe 
general veto as opposed to tbe detailed veto In Canada and tbe 
other Dominions and m tbe Government of India Act, 1936, 
checks similar to those m tbe British Constitution are m force 
In accordance with Section 54 of the British North America 
Act, “ it shall not be lawful for tbe House of Commons to 
adopt or pass any vote, resolution, address, or biU for tbe appro- 
priation of any part of tbe public revenues or of any tax or 
impost, to any purpose that has not been first recommended by 
tbe Message of tbe Governor-Geneial m tbe session m wbicb sucb 
vote, resolution, address, or bfil is proposed ” AU financial 
legislation must be recommended by tbe Crown, and it is based 
upon estimates carefully m advance under tbe direction of tbe 
Minister of Fmance 

When Parbament meets for tbe new session towards tbe end 
of January or early m February and unmediately after tbe Speech 
from tbe Throne, which is delivered as soon as tbe House meets, 
tbe Crown (or Government) informs m general terms tbe House 
that tbe estimates for tbe expendituie will be laid before it m 
due course Proposals for expenditure on tbe part of the Crown 
as tbe bead of tbe executive come befoie tbe House m tbe form 
of estimates which are presented by the Mimsters responsible for 



.IX THE LEGALISATION OF THE BUDGET 


981 


the depariraents reqmiing money The House then must go into 
Comnuttee of Supply for the purpose of decidmg upon the ex- 
penditiues of the year, and afterwards mto Committee of Ways 
and Means for providmg funds to meet that expenditure Each 
Committee is a Committee of the whole House ^ under a Chair- 
man mstead of the Speaker, and the House, it is to be remembered, 
consists of no fewer than 615 members mcludmg the Speaker, a 
large number for a Committee This procedure has the advantage 
that m committee discussion is much more infoimal and a member 
may speak more than once The expenditure is made up of the 
Consolidated Eund Services, expenditure estabhshed by permanent 
statutes reqiurmg no annual enactment, and expenditure on 
supply services which, on the other hand, requnes annual 
authorisation of Parhament The busmess of the Committee ofl 
Supply IS to agree to the votes required as shown in the estimatea 
for the seivioe of each department The Committee of Ways and 
Means approves the issue from the Exchequer of the money 
required to meet that expenditure It thus makes supply 
effective This procedure prevents the House being taken 
suddenly or unawares m regard to proposals foi expenditure A 
standing order of the House makes this precaution doubly certain, 
as it IS necessary to adjourn at least once before the expenditure 
IS considered m committee Standmg Order No 71 reads “ If 
any motion be made m the House for any aid, giant, or charge 
upon the pubhc revenue, whether payable out of the Consolidated 
Eund or out of moneys to be provided by Parliament, or for any 
charge upon the people, the consideration and debate thereof shall 
not be presently entered upon, but shall be adjourned ” In the 
fiist fortmght of the session after the House has met, the Army, 
the Navy, the Air Force, and the Civil Service estimatea for the 
next financial year from 1st April are submitted to the House, 
the Civd estimates by the Emancial Secretary to the Treasury, 
and m the case of fightmg services by the First Lord of the 
Admiralty, the Secretary of State for War, and the Minister for 
Air respectively A motion is made before the House goes mto 
Comnuttee of Supply to discuss the estimates to the effect “ that 
Mr Speaker do now leave the chair ” On the prmciple that 
grievances precede supply, a debate of general character on some 
questions of topical mterest is perrmtted, and only one vote is 
^ Standing Ordeis Nos 67 and 69 
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taken on the debate If the mover of the first motion does not 
dmde the House, then the next motion m oidei of the ballot is 
consideied , but when a division takes place the Speaker leaves 
the chan This debate, which could be covered subsequently in 
committee, is much out of date and could be dispensed with with- 
out difficulty, m spite of the fact that it gives a private member 
one of the lare chances of bunging a matter of importance before 
the House Members ballot foi precedence for their motions, and 
the debates aie hmited to the four occasions on which the Speaker 
IS moved out of the chan for the tom classes of estimates, the 
Civil Service, Aimy, Navy, and Air Force 

The Comnuttee of Supply can vote the giant or reduce it It 
cannot put any condition m regard to it or alter its destmation 
When the Committee has finished its work, usually after several 
adjournments, there follows the Eepoit stage on which the whole 
matter can be agam debated After this second debate the House, 
approves the resolution which it has itself made as a Committee 
of the whole House There are about 150 Lv ntes j u Committee of 
Supply, and m order that the discussions may not contmue for 
too long a tune, they are limited by the rules of the House to 
twenty days On the nmeteenth day all outstanding votes have 
to be passed m committee, and on the twentieth day the Report 
stages have to be completed Between one-thud and one-half of 
the total expenditure of the year cannot be considered at all as 
these are consolidated fund services, and of the suppily estimates 
outstanding on the mneteenth day these must be voted without 
any debate or criticism m the space of an hour, when the guillotine 
falls, a wealcncss which is frequently referred to by critics of the 
present system, who regard the reconsideration of votes on Report 
as a sheer waste of time when there are so many votes that cannot 
be discussed Undei the present lules, not more than twenty 
days, bemg days before the 5th August, are allowed for the con- 
sideration of the annual estimates, mcludmg votes on account 
and procedure m Committee of Ways and Means and on Reports, 
to which additional time not exceeding three days before or after 

^ A vote IS divided into sub heads and may oontam even thirty or forty or 
only two or three suh heads The number depends not on the magmtude of 
the vote but on the variety of the snh heads charged to it and the requirements 
of financial control The large vote of Old Age Pensions, for example, has only 
two suh heads, one for pensions and the other for expenses of local pensions 
committees 
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tie 5tK August may be allowed under the orders of the House 
when any matter of special impoitance has been discussed in 
Committee of Supply dmmg the sittings ^ The votes for dis- 
cussion are usually settled by the Whips of the House concerned, 
so that each party may have an opportumty of discussmg matters 
of mteiest When the Committee of Supply has completed its 
woik the question of providmg the money out of the Consolidated 
Fund, mto which, as we have seen, the whole pubhc levenue is 
paid, aiises, and for this purpose the House now sits as a Com- 
mittee of Ways and Means 

Votes on account are necessary to meet the immediate needs 
of the commg year of each of the chief heads of the service, the 
Civil Service, the Army, the Navy, and the An Services In the 
case of the Navy and the An votes on account, a few of the 
detailed votes are taken, and the amount sanctioned may be used 
towards the various votes concerned The sums granted on any 
one of the Admnalty and An Mmistry votes can thus be used foi 
any othei vote withm the mam vote Ultimately the expenditure 
must be m accordance with the Appiopriation Act It is cus- 
tomaiy, therefore, in the early part of March to take the votes 
on pay for the Navy and the An Foice and one oi two others, so 
that there is enough money to cairy on until the Appropriation 
Act IS passed The Army now takes a vote on account, as is 
done m the case of the Civil votes The Consolidated Fund bills 
arc the bills winch provide out of the Consolidated Fmid the lump 
sums voted m ordei to make good the supply for the ensumg 
financial year The Comptroller of the Exchequei, by section 16 
of the Act of 1866, can permit issuer if granted by Paihament, and 
a Consohdated Fund Act has, therefore, to be rushed through all 
its stages before 1st Apiil to enable the Government to draw 
money fiom the Exchequer to complete the service of the year 
about to end and to provide sums for the ensumg financial year 
The Consolidated Fimd Act is not an appropriation Act, as it does 
not distiibute the sum granted amongst the votes It does not 
appropriate the grants item by item Theie may be several 
Consolidated Fund bdls durmg a session They give statutory 
authority to the resolutions for the issue of money out of the 
Consohdated Fund and contam only the total sum required 

1 The period of twenty days exoludes the days set aside for supplementary 
estimates and for the “ grievance ” debates 
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They also give power to the Treasury to boirow any sum usually 
up to the whole amount to be issued The House may then 
proceed at its usual pace after the begmnmg of the hnancial year 
to consider supply The House wiU grant on account amounts 
equal to the extent required for four or five months, which enables 
the Appropriation. Act to be passed through all its stages 

The Committee of Ways and Means is appomted “ for raismg 
the supply to be granted to His Majesty ” The Committee of 
Ways and Means meets also to hear and to debate the proposals 
of the Chancellor of the Exchequer laid before the House usually 
m Aprd, and it is at this stage that the Chancellor opens his 
Budget and explams the financial policy of the ensumg year 
The Budget is compiehensive and mcludes departments which 
have receipts m excess of then- expenditmes, like the Coimty 
Courts which support themselves In order that the House of 
Commons may have these under review it is customary to put 
down an appropriation m aid which will meet so much of the 
receipts as will meet all the expenditure except a nommal amount, 
say £10 or £16 This nominal sum then appears as the net 
amount or token vote to be voted m Committee of Supply The 
Chancellor’s figures showmg the balance of surplus oi deficit on 
the 31st March (the accounts close at 4 p m on that day) are 
known on the Ist of April and there is no reopemng of a Budget 
such as m Fiance The simplicity of this system is its great 
virtue There is always, of course, revenue received by the 
Government which has not yet reached the Exchequer, and there 
must be a considerable outstanding liability in the form of 
cheques issued but not yet cashed On the whole the difierence 
between the Exchequer receipts and issues on the one hand and 
the true revenue account disclosed by the ultimate audit on the 
other hand, talong one year with another, is 'not large , and the 
simplicity and tmrelmesa of the present system, therefore, are of 
very great value Durmg the War and some years afterwards, 
when huge commercial accounts were mcluded, the difierence 
was tempoiaiily exaggerated If the estimated revenue exceeds 
the estimated expenditure the surplus may be used for various 
purposes, such as to redeem debt or to reduce taxation If more 
funds are required there wdl be new taxation The Committee 
of Ways and Means immediately alter the Budget speech passes 
resolutions ajiproving of the new proposals of the Chancellor of 
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tLe Exchequer and agreeing to their coming into immediate effect 
When the resolutions go through the Eeport stage in the House 
they are afterwards emhodied m the Fmance Bill of the year, 
which has to go through the regular couise of a bill before it 
becomes law The Fmance Bill is the statutory basis of that part 
of the revenue which must be enacted every year By the 
Provisional Collection of Taxes Act of 1913 it is enacted that 
where a resolution is passed by the Committee of Ways and 
Means providing for a change m taxation, and if the resolution 
contams a declaration that it is expedient m the pubhc interest 
that the resolution should have statutory effect, the resolution 
has the same effect as if it were an Act of Parhament It is, how- 
ever, for a limited period only and ceases to have statutory effect 
if not agreed to on Eeport withm ten sittmg days after the resolu- 
tion was passed by the Committee The bill co nfirmin g this must 

be lead a second time withm twenty days of the passage of the 
resolution and the statutory effect expires aftei four months 
This Act applies to customs, excise, and mcome tax alone It 
provides against the unporters and manufacturers forestaUmg any 
new changes m taxation The sums voted m the Committee of 
Ways and Means must never exceed the sums voted m Supply, 
and therefore the final authorisation of a Ways and Means 
resolution m the Eeport stage can only follow the Eeport stage 
of the Supply resolutions It is mterestmg to note that a defeat 
m the Committee of Supply must usually mvolve a Government’s 
fall, but m the case of the Committee of Ways and Means there is 
an understandmg that the Government need not consider ques- 
tions of taxation (^ e what comes before the Committee of Ways 
and Means) as a question of confidence They may leconsider 
any particular method of finance which they have proposed, pro- 
vided it apphes to taxation only, and not to questions of ex- 
penditure After the estimated expenditure has been approved 
(1) m Committee of Supply, (2) reapproved on the Eeport of 
Supply, (3) approved a third tune m Committee of Ways and 
Means, and agam (4) on the Eeport of Ways and Means, it has to 
become law, and m this connection there arises the Appropriation 
Act, which has to be presented to the House of Lords for then 
assent and then to the Crown, as the House of Commons cannot 
give its proposals the force of law by means of its own resolutions 
The bdl must pass through the regular stages of the first reading, 
VOL II 2 H 
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second reading, committee, report if necessary, and a third reading i 
m both the Lower and Upper Houses, and then it must he pre- 
sented for the Eoyal Assent ^ The Finance Bill and the Con- 
solidated Fund Bills, includmg the final Appropriation Act, are 
money bills and are sent up to the House of Lords with the 
Speaker’s certificate that they are money bills, as leqmred by 
the Parliamentary Act of 1911, and if not agreed to by the House 
of Commons withm a month, aie presented to His Majesty and 
become Acts of Parliament At the end of the session or befoie 
the summer adj ournment the Appropriation Act is passed There 
IS first of aU the Finance Bdl dealmg with taxes such as the mcome 
tax and other taxation (the tea duty which need re-enactment 
annually, and, secondly, there is the Appropriation Bill which 
follows m the wake of the Consolidated Fund Bills passed earlier 
m the session The Appropriation Act appropriates to each vote 
a sum as voted m Supply and authorises the Treasury to issue a 
sum equivalent to the aggregate of the sums granted and gives the 
Treasury borrowmg powers The schedules to the Appropriation 
Act set out the votes of the estimates m detail together with the 
amount of mmoi sums which are to be collected by the depart- 
ments The second reading to this bill gives an opportunity of 
raismg any matter connected with the administration, and when 
the Eoyal Assent is given the financial work of the year may be 
said to be complete ® 

' The requirement that all biUa must have thieo readings cannot be e'^ 
plained historically as it goes back to the veiy distant past This lule, how 
ever, appears in the legislatures of aU Anglo Saxon countries, many Contmeutal 
oountnes, and Jajian Enghsh pioeedure, probably os a result of Dumont’s 
Tachqva des assembUea Ugislahvea (2 vols , Geneva, 1816), has been copied by 
many countries, especially by France and Germany The United States’ pro 
ceduie has been based on English practice where the colonial assembhes copied 
the House of Commons’ procedure The influence of this procedure upon 
Congress was laigely through the Manual of Paihumenlary Practice, by Jefferson, 
who as Vice President and ca officio Piesident of the Senate drew up the pro 
cedure freely upon English authorities, especially HaiseU’s Piecedenis The 
procedure m the House of Commons was largely settled by the end of the 
seventeenth century The student of pubhc finance wdl find points of similaiity, 
traceable to the fact that the procedure of many legislatures was copied from the 
British Parhament, the mother of Parliaments 

““ The tea duty was discontmued m 1930-31 and 1931-32, but a duty of 
fourponce per lb was levied from 1932-33, special preference being given to 
Empue grown teas When the tea duty alone among indirect taxes and the 
mcome tav among direct taxes are re enacted, the revenue system for the 
coming financial year is comploto 

“ If any further supply is voted after the Appropriation Act is passed m 
August, a further Appropriation Act is required before the end of the session 
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At tLe beginning o£ the new session the House of Commons 
also takes into consideiation supplementary estimates for the 
current financial year, which pass through aU the stages of Com- 
mittee and Keport, both m regard to Supply and Ways and Means 
These supplementary estimates are usually mcludcd with the Ways 
and Means resolutions which covei the vote on account and the 
Navy and the Air Force pay votes It is the Gonsohdated Fund 
Act which gives the supplementary estimates statutory authority 
When there is an autumn session of the House, supplementaiy 
estimates are submitted m order that the House may not be 
burdened with this when heavy financial work takes place towards 
the end of the financial year, viz m February and March Supple- 
mentary estimates are unavoidable as the Budget has to be pre- 
pared often well m advance of the actual expendituie Never- 
theless these must be sorutmised by the House of Commons with 
oaie if the House is not itself to be consideied as a mere spendmg 
department Supplementary estimates, as pomted out m the 
previous chapter, weaken budgetmg and are to be avoided as far 
as possible The House of Commons m very grave emergencies 
as m war grants a vote of credit, a sum without details as regards 
how it IS to be spent, as the proceduie of supplementary estimates 
would be too slow a procedure It must be considered m a Com- 
mittee of the whole House and confirmed by the next Gonsohdated 
Fund BiU or by a special bill 

It wdl be seen that m regard to the votmg of the Budget there 
IS still a good deal of unnecessary procedure which centuries ago 
may have been necessary when the check was on the Crown and 
not on the Government of the day The financial armoury of the 
House of Commons now requues refurbishmg, especially Horn the 
fact that one-thud to one-half of the estimates do not come up 
before the House of Commons for detailed criticism A writer 
has well pomted out the obsoleteness of the piocedure thus 
“ Time much needed to do the work 'of the twentieth century is 
wasted on precautions against dangers passed with the seven- 
teenth The meanmg and utihty of much of the ritual are now 
no greater than that of the annual search for gunpowder m the 
cellarage For this there is one change m the course of our history 
that IS chiefly responsible The years durmg which the procedure 
was being worked out were the years of the struggle between the 
legislature on the one hand and the Crown on the other The 
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cliief care of tlie Commons was at first to prevent the Crown from 
gett in g money except through Parhament, and in latei days to 
prevent it from spendmg money on purposes other than those for 
which Parliament had provided it Then procedure was planned 
to act as a check on the Crown m the mteiest of themselves, the 
economisers But tunes have changed The rule of Paihament 
IS established and the power of the Crown is gone A check upon 
the Executive’s power over the purse is stdl needed by the 
Commons as much a^ ever, but the Executive upon whose power 
the check has to be exercised is now not the Crown but its mmis- 
teis responsible to Parhament What we need m our financial 
orgamsation m the twentieth century is that the House of 
Commons should direct its attention to imposmg checks upon 
the extravagance of itself and its own mimsters, and it is vam to 
aUow an undue veneration for the sacred prmciples of the Con- 
stitution to conceal that fiom us ” ^ Another criticism of the 
legahsation of the British Budget is that smce the rules of the 
procedure of the House of Commons prevent any proposal for 
the expenditure of funds except on the recommendation of the 
Ministry, this limits the House mainly to matters of policy rather 
than to the techmcal requirements of the Government In this 
way it may be said that the legahsation of the Budget m the 
House of Commons is m reality superficial as the legislature can 
only reduce an item or reject it altogether The Ministry with 
its majority m the House of Commons can defeat as a rule any 
such motion Moreover, the Consohdated Fund expenditures 
now vary between 30 and 40 per cent of the total expenditures, 
and the revenue fixed by contmuous law and, therefore, escapmg 
the Budget process also varies withm the same amount For 
these reasons the power of the House of Commons over the 
Budget 18 alleged m some quarters to be perfunctory 

It IS sometimes urged that the Committee of Supply of the 
whole House is far too large a Committee to examme m detail the 
financial estimates, and the procedure itself makes the guillotme 
fall when the work is mcomplete, so that a large proportion of the 
votes m any given year receive, as we have seen, no exammation 
at aU at the hands of the House of Commons Nevertheless it 
does not follow that a vote on which the guiUotme has fallen may 

1 E Hilton Young and N E Young, The. Byslem of National Finance, 2nd 
edition (London, 1024), pp 60 61 
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not Lave been previously discussed The Committee can neither 
caU for papers nor examine witnesses as is done in several foreign 
legislatures, with the result that this committee stage of Supply 
18 utilised chiefly for grievances and general criticism of the pohcy 
of the Government of the day The convention that an adverse 
vote in Committee of Supply may be treated as one of confidence 
mvolvmg the fate of the Government, results m the House losmg 
direct efiective control so far as the proposals for expenditures 
are concerned On the other hand, the House mdirectly may and 
does have a considerable influence on the pohcy of the day This 
influence could with advantage be mcreased to such an extent 
that the House would no longer m the eyes of some critics be 
“ one of the chief spending departments of the State ” A Select 
Committee of 1918 which based its answers on a questionnaire 
addressed to the Speaker, to the then Chancellor of the Ex- 
chequer, and to three of his immediate predecessors, as also to a 
selected number of members of the House and pubhc servants, 
recommended that there should be two, or if need be three, stand- 
ing committees on estimates, each committee to consist of fifteen 
members The comrmttees were to be set up at the beginnmg of 
each session It was to be the duty of these to examine the 
annual estimates and supplementary estimates and to suggest to 
the House any economies, while strictly excludmg any question of 
pohcy, which must be left to the Executive This ought to be 
carried mto eflect with the least possible delay In all matters 
of finance the House of Commons was, however, to remain finally 
responsible The Committee was to have the assistance of a 
permanent oflicer whose functions m relation to the estimates 
would be parallel with those of the Comptroller and Auditor- 
General m relation to the accounts The object imderlymg these 
suggestions was that the House of Commons should examine 
financial details with system and with regularity of procedure 
which do not obtam at the present time The Estimates Com- 
mittee was mdeed set up m 1918, but only “ To examme such of 
the estimates as may seem fit to the Committee, and to suggest 
the form m which the estimates shall be presented for examination, 
and to report what, it any, economies, consistent with the pohcy 
imphed m the estimates, may be eftected therem ” It does not 
have tune to do the duties given to it and it has to do without the 
services of a regular officer 
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In tlie Dominions the proceduie m tlie adoption of tlie Budget 
by the legislatuie is very similar to that of the mother of Parlia- 
ments In Canada, for example, theie are Committees of Supply 
and of Ways and Means, Appropriation Acts, and the English 
constitutional doctrme that the redress of grievances is to be 
considered befoie the granting of supplies is given effect to on 
the recommendation of the Munster of Finance “ that the Speaker 
do now leave the chair for the House to go mto Committee of 
Ways and Means ” 

After the estimates are passed through the Committee of 
Supply, the Fmance Mmister moves that the House agam go 
mto Committee of Ways and Means for the usual formal resolution 
of grantmg certam sums out of the consohdated revenue fund of 
Canada “ towards makmg good the supply granted to His 
Majesty” These resolutions must be reported and agreed to 
formally by the House before the bdl founded thereon can be 
mtroduced It is not customary for the House to change to any 
degree the estimates, and no mcrease in expenditure or any new 
expenditure not mcluded m the Budget is passed by the House 
After the Fmance Bill has been adopted by the Commons it goes 
to the Senate, and as m Australia, it is mvariably the custom of 
the Senate to return the bdl unamended to the Lower House A 
supply bdl can only be presented for the assent of the Sovereign 
by the Speaker of the House of Commons This is done at the 
close of the session m connection with the ceremony of the 
prorogumg of Parliament, and the Governor-General signifies 
through the Clerk of the Senate, m both the Enghsh and French 
languages, the Eoyal Assent m the followmg words “ In His 
Majesty’s name. His Excellency the Governor-General thanks 
his loyal subjects, accepts them benevolence, and assents to this 
bdl ” In Canada there are no time limits on legislative action 
on the Budget as there have been m the case of the Umted 
Kmgdom smee the Parliamentary Act of 1896 If necessary, 
votes on account are passed if the estimates are not voted before 
the beginnmg of the period 

1 Under the Government of India Act of 1935 the Federal or 
Central Budget is laid before both Chambers and each has equal 
powers Money bdls cannot be mtroduced except on the recom- 
mendation or the responsibdity of the head of the Executive, the 
Governor-General, and must first be placed before the Lower 
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House, tlie Federal Assembly A money or finti.np.ia.1 bill is a bill 
(1) imposing or mcreasmg any tax or unpost wbetber local or 
general , (2) authorismg tbe borrowmg of money or tbe givmg 
of any guarantee by tbe Fedeial GoTermnent, or m amending the 
law with respect to any financial obligations undertaken or to be 
undertaken by the Federal Government , or (3) declaimg any 
expenditure to be expenditme charged on the revenues of the 
Federation or m mcreasmg the amoimts of such expenditure 
Either chamber has the power to assent or to refuse to assent to 
any demand or to reduce any demand put before it by the 
Executive If the Assembly refuses to assent to any demand 
that demand is not to be submitted to the Council of State unless 
the Governor-General so directs, and where the Assembly has 
assented to a demand subject to a reduction of the amount 
specifi,ed therem, a demand for the reduced amount only is sub- 
mitted to the Council of State unless the Governor-General other- 
wise directs In either case where the Governor-General gives 
such a direction t^g demand cannot be greater than that origmaUy 
demanded LTEe procedure, m short, is that aU demands for 
grants are considered first by the Lower House and subsequently 
by the Upper House, and the powers of each m relation to demands 
are identical Any difference of opimon is solved m conference — 
by jomt committee or at a jomt session of the two Chambers 
The decision of the majority of the members present and vqJimg 
at a jomt session is the decision of the two Chamberh'^ The 
schedule specifymg the grants made by the Chambers — the 
votable items — and the several sums required to meet the 
expenditure charged on the revenues of the Federation — ^the 
non-votable items — require the authentication of the Governor- 
General Any question whether an item falls withm the ex- 
penditure charged on the revenues of the Federation and there- 
fore identical with or analogous to Consohdated Frmd charges m 
the British Budget, is decided by the Governor-General m the case 
of the Federal Budget m his discretion If in the opimon of the 
Governoi-General refusal or reduction of any grant would inter- 
fere with his special responsibilities, he may mclude this m the 
schedule provided it does not exceed the amount of the rejected 
demand or reduction The schedule when authenticated is laid 
before both Chambers but is not open to discussion or votes 
^^Suppleme^aryj^stunatesjof -expenditure -are also submitted- to 
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the legislature and are disposed of m the same way as the items 
m the annual Budget 'When the^Budget is presented m both 
Houses the Fmance Minister himself presents the Budget m the 
Lower House and steps are taken to give efiect to the scheme of 
revenue proposed immediately after the Budget speech' The 
Budget IS not discussed on the date of its presentation , and when 
discussed resolves itself mto two parts, the general discussion and 
the votmg of supphes The maximum, number of days which can 
be allowed for this purpose is usually fifteen days as agamst 
twenty days m the Umted Kmgdom, and if the discussion is not 
fimshed withm the allottec^period the grants are put to the vote 
without any discussion The convemence of the members is 
taken m regard to demands which are to be put and each demand 
13 mtroduced by the Minister m charge of the department and 
the grants are voted by major heads of expe'n.diture As m the 
British Parhament, redress of grievances precedes supphes In 
India, however, there is no Appropriation Act to consolidate and 
legalise the supphes granted A resolution of the legislature 
approving a demand for grant is considered to be a sufficient 
legal warrant for the appropriation The Fmance Bill, which 
deals with taxation or revenue, must be authenticated after 
passmg through both Houses as m many other countries, and the 
work of the Federal Budget may be said then to be complete 
In the piovmces the Governor must place before the Chamber 
or Chambers the Budget or the annual financial statement, which 
is^ constructed on hues identical with the Federal Budget The 
-^procedure m the provmces m regard to the legahsation of the 
Budget differs from that of the central legislature There is an 
Upper House called the Legislative Council only m six out of the 
eleven provmces, but tljese Councils have nothing to do with the 
votmg of the demands foi grants m the Budget The Upper 
House IS lather a body with powers of revision and delay m oidei 
to exercise a check upon hasty legislation In those provmces^ 
where the legislature is bicameral, money bdls must be ujitiated 
m and demands for grants submitted to the Legislative Assembly 
alone In regard to votable expenditures the Lowei House (the 
Legislative Assembly) has power to assent or to refuse to assent 
to any demand, or to assent to a demand subject to a reduction 
of the amount specified therem, but the Upper House has not to 
deal with demands for grants Money bfils cannot be mtroduced 



XXSDC THE LEGALISATION OE THE BUDGET 


993 


in the Upper House (the Legislative Council) An authentication 
of the schedule of authorised expenditure by the Governor is 
necessary as m the case of the Governor-General m central 
expenditure, and this schedule when duly authenticated is laid 
before the Assembly, but is not open to discussion or vote m the 
legislature Supplementary estimates of expenditure are laid 
before the Chamber or Chambers, and the procedure m regard to 
the passmg of these is the same as m the case of items m the 
annual Budget 

It will be seen that the Legislative Assembly or Lower House 
m the case of the eleven provmces has the power of voting the 
Budget The Legislative Council has not the power to assent or 
to refuse to assent to any demand, or to reduce any demand It 
deals with legislation only such as bills mcreasmg or decreasmg 
court fees, land revenue, etc Critics may urge that the grant of 
equal powers to both Chambers m the case of the Federation and 
not m the case of provmces where two Chambers exist is anomal- 
ous m spite of the fact that only six provmces have, as we have 
seen, a bicameral legislature )jrhe real reason foi the difference 
IS that m the cential legislature the Council of State has equal 
powers with the Legislative Assembly because there is need for a 
strong second Chamber m the legislature The Upper Chamber 
represents the more conservative elements m the country, m- 
cludmg those sections which have most to lose by hasty and lU- 
considered legislation It is this necessity that has made the 
frameis of the Government of India Act, 1936, follow the model 
of the Senate m the United States Constitution so far as the 
Budget IS concerned '^The Indian Legislature meets m DeUu at 
the end of January or early m February and contmues m session 
ordmardy for two months On the last day of February or there- 
abouts the Fmance Minister presents his Budget, and the dis- 
cussion of the Fmance Bill takes place until well mto March, 
when it becomes uncomfortably hot m Delhi and the Government 
moves to Sunla There is a session usually m August or Sep- 
tember, lastmg for several weeks, m Simla, when supplementary 
estimates can, as m the cold weather session, be presented The 
Lower House (Legislative Assembly) receives a greater measure 
of notice m the Press and political circles as in America than does 
the Upper House (Council of State), and its atmosphere differs m 
financial as m other matters greatly from that of the Upper House 
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(Council of State), wteie antagonisms are less sharp and debates 
far less acrimomous There is no Appiopiiation Act such as 
exists m the Biitish Parhament 

It has been customary to have m both Houses of the Federa- 
tion and m the Legislative Assembhes m the provinces a Finance 
Committee representmg generally the parties m the House to 
discuss with the Fmance Mimster the proposed new items m the 
Budget The Fmance Committee is not provided for by statute 
and corresponds to the Estimates Committee of the House of 
Commons They scrutimse new expenditure, advise on supple- 
mentary estimates, and consider and even mitiate proposals for 
economy and retienchment They have had m practice wider 
powers than these and have had opportumties for influencing, 
if not of controlhng, the executive This device of a committee 
has proved useful, as it reflects the legislature and can give the 
executive m discussion the views likely to be held when the 
demand foi grants comes up before the House The English 
system of a committee stage, a report stage, and three readings 
of a financial bfll is almost muque and is not followed m India 
In most legislatures the geneial rule is to refer all financial bills 
immediately and without preliminary discussion to a committee, 
either a special or an ad hoc committee In India the idea that 
redress of grievances should precede supply is followed and takes 
place after the Fmancial Statement (or Budget Speech) Certam 
days are set aside for this geneial discussion before the detailed 
giants are taken up by the Assembly The next stage is the 
demands for grants m the form of a series of motions The 
number of days is, as we have seen, limited, and the items for 
debate are chosen by arrangement with Opposition leaders This 
procedure is common to the central and provmcial legislatures 
In the foimer, however, there is an annual Fmance BiU, as the 
taxes collected by the Government of India, except the tarifi, are 
voted annually — ^postal rates not excepted This arose m 1921 
when a non-ofiicial member moved an amendment to the taxation 
bill of that year to establish a convention similar to that m the 
House of Commons This was accepted by Government with the 
exception of the customs tariff This goes much further than the 
procedure from which it is copied In England it was customary 
to move the levying of one dureot tax (the mcome tax) and one 
mdirect tax (the tax on tea) annually to emphasise the con- 
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stitutional requiiement for an an#iual meeting of Parliament and 
m order to Lave two souices of revenue readily available for annual 
adjustment As there is now only one tax — ^tbe tea duty bavmg 
been abolished — mcome-tax is the only tax requirmg annual 
renewal A smgle Finance Bill contammg all the financial 
enactments of the year is modern It was the plan adopted by 
Mr Gladstone m 1861 when the House of Lords rejected the 
biU abolishmg the paper duties Annual taxes, it may be 
pomted out, are not required m India either to estabhsh the 
right of the Legislative Assembly ms-d-ms the Cormcil of State 
or to secure the annual meeting of the legislature These rights 
are written m the Constitution of 1936 m the clearest possible 
manner 

In France it is mteresting to note how the Estates-General 
failed to attam control over the purse, as it attempted to encroach 
upon the administrative powers of the Crown instead of confinmg 
itseH to claimmg the right of votmg the Budget For a period 
of 175 years, ^ e between 1614 and 1789, the Crown imposed 
taxation, and it regulated expenditure without the consent of 
the representatives of the people In the Decree of 17th Jime 
1789, the National Assembly promulgated the law that m future 
the right to vote a tax should be vested exclusively m the 
nation’s representatives This prmciple has been observed ever 
since, except m rare instances, as, for example, under Napoleon 
and m 1848, and agam m 1862 Smee the latter date the 
prmciple has not been broken The control of the purse m 
1789 referred to taxation, but m 1831 the right to regulate 
expenditure also was defimtely estabhshed Between 1789 and 
1791 the civil hst was separated from the pubho treasury 

The Munster of Fmance submits the Budget to the Chamber 
of Deputies m the form of a law with explanatory memoranda 
It 18 referred to the Co mmi ssion of Fmance, which consists of 
about 38 members, of whom one is Kapporteur-G6n6ral or chair- 
man The Commission subnut their report after a few months 
m great detail, suggestmg as a lule many changes Hearmgs are 
held, expenditures are authorised, revenue proposals are voted, 
and the enactments are put mto the form of a Law The dis- 
cussion IS both general and clause by clause, and when each 
article is voted upon its annexed schedule givmg details of 
expenditure of different Mmistnes is also discussed A vote 'is 
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taken on the entire Budget When this is complete the Budget 
goes to the Senate, which has its own Commission This Com- 
mission oidmardy discusses the Budget before its formal receipt, 
as this saves tune It makes its report to the Senate for dis- 
cussion When the final form of the Law is agreed to between 
the two bodies it becomes law, and is promulgated by the 
President of the Eepubhc Many financial authorities hold that 
the defects of the French system are the mcompetence of the 
members of the Commission and the multiplicity of the reports 
submitted In this respect the British system is far superior ^ 
The Senate’s mfluence over budgetary matters is reduced con- 
siderably because of the power of the Chamber of Deputies in 
imtiatmg the Budget, the Senate sometimes bemg deprived of 
any real opportunity to examme the Budget because of the late 
date on which it is sent to the Chamber Moreover, under the 
Constitution the Senate can only reduce or delete items, and m 
this respect its power is much minimised In practice it gets 
ovei this constitutional restriction by voting a nominal reduction 
m the credit, so that when the modified Budget is agam submitted 
to the Chamber a Deputy can propose the additional amount 
desired by the Senate Untd 1900, Deputies could mtroduce 
amendments on their own mitiative, and at the present tune this 
power has not been entirely removed, as the legal restrictions to 
prevent abuse are meftective The umt for votmg expenditure 
IS the chapter, of which there are about 2000, and each chapter 
is divided mto paragraphs The paragraph is divided mto 
services In a few cases the article is the umt There is no 
time-Iimit on legislative action on the Budget If the Budget is 
not voted m tune the Muuster of Fmance submits a “ Projet de 
loi de Douzifeme ” “ Provisional Twelfths ”, monthly votes on 

account, are so frequent that they have come to be considered a 
normal feature of the French budgetary system These are voted 
for the number of months specified and confirm existmg revenue 
laws for the period specified The estimates are baaed on the 
credits m the past Budget, a hue for seasonal and other variable 
factors 

Under the Law of December 1922 on German budgetary pro- 
cedure the Reichsrat, a body composed of delegates of the States, 

1 See Stourm, The Budget, Part n chapter xu , Plazmski’a translation 
(New York D Appleton & Oo , 1917) 
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exammes the Budget prepared by the executive m the first place 
by a Commissiou of which the Chairman is the Munster of Emance 
The Reichsrat makes recommendations, but the Minister of Emance 
has the power to lequest that the modifications be submitted to 
the Cabinet, which has poweis to appiove or reject these modifica- 
tions The Government, if it disagrees with the changes mtro- 
duced by the Reichsrat, attaches its origmal estimates to the 
Budget when it is submitted to the Reichstag In regard to these 
disputed items {Boppelvorlag) the Reichstag has to approve the 
Reichsrat’s proposals by a two-thuds majority If the Reichsiat 
inserts new items of expenditure or mcieases expenditures or 
reduces revenues or even elumnates them, it has to make 
suggestions to avoid any deficit in the Budget as a whole The 
Budget m the Reichsrat is voted after three readmgs The 
members of the Reichstag have the right to propose additional 
expenditures, but in 1931 they were prevented from mcreasmg 
credits or reduemg revenue without mdicatmg the ways and 
means of balancing the Budget If these proposals mean a 
change m the revenue side of the Budget it has to go to the 
Cabmet for approval If the Reichstag mcreases the credits 
demanded by the Minister of Emance, the mcrease has to be 
submitted for the approval of the Reichsrat, and if the latter 
does not give a decision or refuses to assent to the mciease, the 
President of the Reich either has to submit the Budget to 
a referendum of the electorate withm three months or, as is 
more usual, orders the Reichstag to reconsider the matter 
The Budget goes to the President for final authorisation The 
increase is only retamed if it is supported by a majority of two- 
thuds Even if there is the majority the President of the Reich 
can decree a referendum of the people Under Article 48 of the 
Weimar Constitution the President has also powers to issue the 
necessary ordmances if the Reichstag rejects the Budget or if it 
IS dissolved before it can vote The Reichstag lacks the powers 
of the French Chamber of Deputies and it cannot propose a new 
Budget In the Reichstag the Budget is handed over after the 
first readmg to a Budget Committee The Budget with the 
changes recommended by this committee is returned to the 
Reichstag for a second and final readmg The Budget is noimally 
voted at the end of March m tune for the beginning of the new 
financial year, but if it is not voted m time provisional credits for 
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several montlis {NothausJiaUsgesetz) are voted Under the emer- 
gency measures instituted on 24tli March 1933 the Budget Act of 
1922 IS m suspension and all powers and duties are transferred 
to the National Socialist Government The publication of the 
detailed Budget is withheld and comment on it m the press is 
undei strict control of the Government By the law of 1st 
Febiiiaiy 1931 the sovereign rights formerly possessed by the 
Federal States passed into the hands of the Reich Cabmet In 
Budget as m other matters, the Reich is the centialised Govern- 
ment and the seventeen Lander became merely admmistrative 
umts Before the Hitler regime the German legahsation of the 
Budget was m contrast with that of Fiance The German system 
of financial administration has been much influenced by the 
Flench system The Reichstag, however, lacks the powers of 
the French Chamber of Deputies It favoured a powerful 
executive ms-d-vis a weak legislature The executive by the 
Constitution of 1922 had wide powers and by the Enabling Act 
of 24th March 1933 completely displaced the legislature m the 
legalisation of the Budget 

The Budget m the Umted States legislature is m refreshmg 
contrast with that of most other countries Before the Budget 
and Aocountmg Act of 1921 theie was no pioper budgetary 
system at all The defects m the preparation of the Budget have 
been dealt with m the previous chapter In the legislature the 
preparation of appropriation bills was m the hands of numerous 
Committees m both Houses workmg mdependently of each other, 
and there was no real mterest m balancmg receipts with ex- 
penditures The legislature compelled the executive to spend 
the amount which it set aside m appropriation Acts whether 
Government could spend it or not Logrolhng and waste were 
the chaiactcristics of this system This has now been changed 
and requests for funds are considered by the Bureau of the 
Budget, which is under the President himself In place of a 
smgle agency, as m the British system — ^the Treasury— there is 
also a legislative agency — ^the Committee on Appropriations — • 
which retams the power to modify budgetary proposals m both 
Houses of the legislature The legahsation of the Budget, 
therefore, is m contrast with the system obtaining m the Umted 
Kingdom, where the House of Commons cannot mcrease appro- 
priations and does m practice cairy out exactly what the Govern- 
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ment of the day demands, and where, as a result of the Parha- 
mentary Act of 1911, the Upper House has no power to modify 
the Budget The House of Lords must either accept or reject, 
and if it rejects, the bill becomes law The House of Commons 
in the legislature has the sole right of imtiative m taxation, and 
the House of Lords has no power to reject a money bill As we 
have seen, “ if a money biU, havmg been passed by the House of 
Commons, and sent up to the House of Lords at least one month 
before the end of the session, is not passed by the House of Lords 
without amendment withm one month after it is sent up to that 
House, the bill shall, unless the House of Commons duect to the 
contrary, be presented to His Majesty and become an Act of 
Parbament on the Boyal Assent bemg signified, notwithstanding 
that the House of Lords has not consented to the bill ” In the 
Umted States the President with the Buieau of the Budget is 
now entirely lesponsible for the preparation of the Budget, but 
the legislature in theory and even in practice has equal power to 
change, morease, or decrease appropriations as it thinks fit The 
Senate and the House of Eepiesentatives have equal powers ovei 
the legahsation of the Budget When a difference arises, the 
representatives of both Houses meet together and the matter is 
settled m jomt confeience committee Sometimes, as m the sur- 
tax question in 1924, when the House of Representatives was 
insistent on keepmg a high late of tax, the Senate agreed to the 
pimciple, and a satisfactory solution was reached by compiomise 
A money bill has to be a very bad bill before it fails to pass this 
test — compromise by both Chambers By Section 7 of Article I 
of the Constitution, bills for raismg revenue origmate m the House 
of Representatives, but the Senate can, as we have seen, propose 
amendments A bill for raismg revenue is one for levying taxes 
m the strict sense of the word, and not one which mcidentaUy 
brings m money Section 8 of Article I provides that “ the 
Congress shall have power to raise and support armies, but no 
appropriation of money to that use shall be for a longer term than 
two years ” Section 9 of Article I provides that “ no money 
shall be drawn from the Treasury but m consequence of appro- 
priations made by law, and a regular statement of all pubbe 
money shall be pubbshed from time to tune ” This clause 
contams the right of authorismg expenditure by the legislature 
Duripg the first seven years of the operation of the new system 
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introduced by tte Act of 1921, the legislature showed not a single 
instance where Congress appropriated a larger total than that 
asked for by the President, and it has eliminated all the evils of 
legislative initiative m makmg estimates In short, it retains the 
efiective legislative consideration of the proposals of the ex- 
ecutive The American prmciple of the separation of powers 
requires that the final determmation of the Budget must rest 
with the legislature The Enghsh prmciple, by which the 
Mimstry’s will must prevail m the passage of the Budget through 
the legislature or the Mmistry must resign, is not suitable to the 
different conditions existmg m the American Eepublic 

The Committees m both Houses hold elaborate heaimgs 
regardmg the grant of funds, and amendments are made for 
mcreasmg or decreasmg appropriations In the House of 
Repiesentatives the Committee on Appropriations — a strong 
Committee — acts on expenditures and the Committee on Way^ 
and Means on revenue immediately after the Budget is presented 
The Appropriation Committee is composed of thirty-five members 
in the House of Representatives and is divided mto thuteen sub- 
committees of five members each Each sub-committeo is 
responsible for the framing of one of the appropriation bills, but 
each biU must be acted upon by the fid! Committee on Appro- 
piiations before it is reported to the House All appropriation 
bills oiigmate m the House of Representatives The Committee 
wiU not consider any appropriation that has not been recom- 
mended by the Bureau of the Budget, and, if considered, it is 
improbable that it wdl be mcreased Further, no ofiioial is 
permitted to oppose a reduction of his estimate before the Com- 
mittee Hearmgs are held by the sub-committees and sometimes 
by the full Committee, at which the Duector of the Budget and 
other witnesses with documents, etc , may be requued to be 
present "When the bill has been reported to the House amend- 
ments may be made When it goes to the Senate a procedure 
s im ilar to that m the House is followed, the Budget bemg sent to 
committees and sub-comnuttees DiSerences are adjusted m 
conference, as we have seen, after which the bdls are sent to the 
President for approval The Budget after approval becomes law 
There is no tune hmit on the legislative action on the Budget 
The grants are usually voted m time and there are no provisions 
covermg the use of provisional or temporary Budgets Deficiency 
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appiopriation biUs, however, are presented and dealt with m both 
Houses The President must accept or reject an appropriation 
bill in its entirety He cannot veto specific items 

Initiation of Money Bills by the Government 

3 Eeference has already been made to the fact that it is now 
usual m many countries to restrict the power of the legislature 
to refuse or reduce but not to ongmate or mcrease supplies or 
taxation ^ The responsibility of economising expenditure and 
taxation is laid on the shoulders of Mmisters who are mterested 
in malang both sides of the Budget balance This practice 
obtams m Great Britam, the Dommions, India, and m certam 
other countries In recent years legislatures m other countries 
such as m France, Germany, Italy, and the Umted States, have 
by self-denymg ordinances attempted to curtail the power, not 
without success, of members ot the legislature m bringmg forward 
demands for grants and upsettmg Budget umty and Budget 
balance The steps taken by the Chamber of Deputies m France, 
in Germany under the Act of 1922, and in Italy where the Chamber 
may not mcrease expenditures or decrease revenues unless piior 
sanction of the Government has been received oi the lecom- 
mendation has come from the Budget Committee (the Giunta 
Generale del Bilancio), and wheie the Senate has little or no power 
with regard to Budget as it can only approve or disapprove the 
Chamber’s action, are illustrative of the drift of opmion m regard 
to money bills The executive is more and more mcreasmg, as it 
must, its power with regard to budgetary procedure, at a time 
when legislatures are overburdened with legislative work m all 
directions 

As Bagehot weU. puts it m his English Constitution “ On 
common subjects any member can propose anythmg, but not 
on money — ^the Mmister only can propose to tax the people 
This prmciple is commonly mvolved m mediseval metaphysics 
as to the prerogative of the Crown, but it is as useful m the 

1 Vide May’s Parliamentary Practice, 121ih edition, p 477 (London, Butter 
wortli & Co , 1917) Standing Order 66 reads “ This House will receive no 
petition for any sum relatmg to the pubho servioe, or proceed upon any motion 
for a grant or charge upon the pubho revenue, whether payable out of the 
oonsohdated fund or out of money to be provided by Parliament, unless reoom 
mended by the Crown ” 

VOL n 2 I 
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nmeteentli century as m the fourteenth, and rests on as sure 
a principle The House of Commons — now that it is the true 
sovereign, and appomts the real Executive — has long ceased to 
he the cheokmg, sparmg, economical body it once was It 
now IS more apt to spend money than the Minister of the day 
I have heard a very experienced financier say, ‘ If you want 
to raise a certam cheer m the House of Commons make a 
general panegyric on economy , if you want to mvite a suie 
defeat, propose a particular savmg ’ The process is simple 
Every expenditure of public money has some apparent public 
object , Hiose who wish to spend the money expatiate on that 
object , they say, ‘ What is £60,000 to this great country 
Is this a time for cheese-parmg objection ^ Our mdustry was 
never so productive, our resources never so immense What 
18 £60,000 m comparison with this great national interest ^ ’ 
The members who are for the expenditure always come down , 
perhaps a constituent or a friend who will profit by the outlay, 
or IS keen on the object, has asked them to attend , at any 
rate here is a popular vote to be given, on which the news- 
papers — always philanthropic, and sometimes talked over — will be 
sure to make encomiums The members agamst the expenditure 
rarely come down of themselves , why should they become 
unpopular without reason ’>■ The object seems decent , many 
of its advocates are certainly smcere , a hostile vote will make 
enemies, and be censured by the journals If there were not 
some check, the ‘ people’s house ’ would soon outrun the 
people’s money That check is the responsibihty of the Cabinet 
for the national finance If any one could propose a tax, they 
might let the House spend it as it would, and wash their hands 
of the matter , but now, for whatever expenditure is sanctioned — 
even when it is sanctioned agamst the Ministry’s wish— the 
Mmistry must find the money Accordingly, they have the 
strongest motive to oppose extra outlay They wiU have to 
pay the bdl for it , they will have to impose taxation, which 
IS always disagreeable, or suggest loans, which, under ordmary 
circumstances, are shameful The Ministry is (so to speak) the 
bread-wmner of the pohtical family, and has to meet the cost 
of philanthropy and glory, just as the head of a family has to 
pay for the chanties of his wife and the todette of his daughters 
In truth, when a Cabmet is made the sole executive, it follows 
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it must Lave the sole financial charge , for all action costs money, 
all policy depends on money, and it is in adjustmg the relative 
goodness of action and pohcies that the executive is employed ” ^ 
In India, neither m the central nor local legislatures can ex- 
penditure or taxation take place except on the recommendation 
of the Executive Governments ® The President of the Council 
of State m India referred to this as follows “ I thmk it will 
be quite clear to the Honourable Members if they refer to 
Section 67 A (2) of the Government of India Act (1919), that the 
framers of that Act have therem given statutory expression to 
the English constitutional rule that demands for supply must 
proceed from the Crown , m other words, the legislature can 
reduce, but it cannot mcrease expenditure That is quite 
clearly expressed m the Aet If that is so, it seems to me to 
mvolve the necessary consequence that taxation, to provide for 
such expenditure, must also be imtiated by the Crown Indeed, 
Section 67 of the same Act could be construed in the same way 
I think I must therefore rule that an amendment, except by a 
member speakmg on behaH of Government, which has the efiect 
of mcreasing taxation proposed by the Bdl is out of order, unless 
it proposes taxation by way of eqmvalent to a tax brought by 
the Bill under the consideration of the Council The point is 
this, that the Crown makes a demand, the Crown proposes 
taxation, the Council can reduce the demand or the taxation, 
but it can neither mcrease the demand nor can it mcrease the 
taxation, except at the instance of a member of the Government 
But it IS open to members who desire to vary what I may caU 
the mcidence of taxation imposed by the provisions of the Bill, 
to propose an mcrease m one item compensated by a corresponding 
reduction m some other item ” ® 

The President of the Legislative Assembly similaily gave the 
foUowmg ruhng “ I thmk it is obvious that the Imperial 
Parbament mtended to confer the same powers and the same 
restrictions regardmg the levy and appropnation of pubhc 
revenues which it itself enjoys Neither the House of Commons 
nor the Legislative Assembly is empowered to mcrease a demand 

1 The Works and Life of Walter Bagehot, vol v pp 26E 6, Mrs Russell 
Barrington (Longmans, 1916) 

“ Government of India Act, 1936, clauses 37 and 82 

® Council of State Debates, p 626, 2l3t March 1921 
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for a grant The House of Commons is equally forbidden to 
increase a tax Tbat general prmciple has been laid down 
many times, and I thmk that it is one which we ought to apply 
heie Therefore, those amendments which propose increases of 
taxation will not be m order ” ^ 

In the Bombay Legislative Council the President referred 
to the words of the Speakei m the British House of Commons, 
m 1908, when he said, “ In a committee we cannot go any 
further than the authority given on the recommendation of the 
Grown It is one of the protections of the taxpayer If the 
Chancellor of the Exchequer tells me and the House that the 
scheme proposed is a charge on public revenues, I am bound to 
accept that statement ” ® 


Annual Voting of the whole Budget 

4 Certain heads of revenue and expenditure are not voted 
every year There is a classic mstance in the case of Germany 
where the mihtary Budget befoie the War was voted for 
seven years, and it was therefore not a matter for the annual 
debate 

In France the great Mirabeau argued in favour of makmg no 
tax votable for more than a year except the one devoted to the 
service of the debt and the civil hst It was not earned, but m the 
Constitution of 1791 it was clearly laid down that funds set apart 
for debt or the payment of the Civil List could not be refused or 
suspended In 1827 the matter was agam considered with a view 
to dividmg the Budget mto two parts , the Budget of the Con- 
sohdatmg Fund and the extraordinary Budget Into the former 
were to be placed aU permanent andfixed services, and new charges 
of an accidental or temporary nature were to be mcluded in the 
latter It was proposed to make the former charges, ^ e those 
agamst Consohdated Fund, permanent in order to save the time of 
the Chambers, which might be devoted to the exammation of new 
expenses, but this was not adopted, with the result that at the 
present time a plethora of detail is given ® It is interestmg in this 
connection to remember that m the First Eepubhc and under the 

1 Legislative AssenMy Debates, p 3719, 19th March 1923 
“ Parliamentary Debates, vol 191, eol 1612 
® Stourm, The Budget, Plazmaki’s tranalation, p 323 
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Eiist Empire appropriations were voted en bloo and by Ministries, 
during tbe first part of the restoration and the first part of the 
Second Empire by Grand sections, at the end of the restoration 
and once during the Second Empire and by chapters m 1830, m 
1863, and smce 1869 In regard to the detail m which the Budget 
should be voted it was necessary to see not only that balance in 
appropriations between ofiices and offices or departments and 
departments m the public services should be preserved, but care 
must be taken to see that sufficient legislative control prevails 
Otherwise the executive may be wasteful m expenditure Each 
vote should have a defimte and precise meamng or aim, and the 
compromise between conflictmg mtereats must be followed The 
broad services may be divided, as in the civil estimates or book of 
estimates, into broad heads and chapters or major heads, and 
those which are votable annually should be separated from those 
which are voted permanently In England Parhament provided 
for the estabhshment of a Consohdated Fund m 1787 The 
proceeds of taxation and other sums of money received by the 
Treasury on behalf of the Crown are carried to the Consohdated 
Fund Permanent charges for the service of the State are secured 
by Statute upon that Fund, which the Treasury is bound to defray 
accordmg to law At present the items mcluded under the Con- 
sohdated Fund service are the National Debt service, payments to 
local taxation accounts, the civil list, annmties and pensions, 
salaries and allowances, courts of justice and payments to the 
Northern Irish Exchequer, land settlement, the road fund, and 
certain other miscellaneous expenditure This formed m 1934-36 
£261 milli ons out of a total expenditure of £797 millions charge- 
'hble agamst revenue, or 33 per cent ^ 

In India the non-votable items under the Government of India 
Act, 1935, are in the nature of permanent appropriations The 
distmctioii between votable and non-votable expenditure has 
given use to mterestmg ruhngs The Hon Sir Naiayan 
Chandavarkar, the first President of the Legislative Council, 
ruled that where the head of a Department’s salary was non- 
votable, it was not possible to cut down the votable salaries of 
officers, such as clerks, etc , on the ground that the head of that 

^ The average for the deoenmal period 1926-26 to 1934-36 la 46 per cent 
The service of the public debt was gieatly reduced [mde Chapter X25XV ) in 
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Department is unnecessary or unfit or such hke reason pertaining 
to him personally or his office or position He cited certain 
rulings m the House of Commons m support “ Wheie a demand 
for the estabhshment of the Lord Chancellor was made in the 
House of Commons, a reduction was moved in the expenses of that 
estabhshment on the ground of the position of the Lord Chancellor, 
but the Chair ruled ‘ It is out of order to do indirectly what 
can’t be done duectly The position of the Lord Chancellor can’t 
be discussed on this vote ’ {P D H of G 4th Ser vol 17, col 
163) So also, when a demand was made for the salaries of the 
clerks of the House of Lords, reduction was moved on the groimd 
that the House of Lords was obstructive and therefore unnecessary 
The Chancellor of the Exchequer, on a point of order, protested 
that to reduce the salaries of the clerks for the purpose of attack- 
mg their master, the House of Lords, was hke carrying on war 
by lolhng the baggage-bearers ‘ A strange thing if we began 
contest with a great man by cutting down the salaries of his 
servants ’ Upon that the Chan ruled ‘ Nothing is really open 
to discussion on this vote except the duties and salaries of the 
clerks I don’t think the policy of the House of Lords is open 
to discussion on this vote The Committee can discuss only 
the duties and remunerations of the officials ’ {P D H of 0 
4th Ser vol 28, cols 1426 to 1428) Again, on demand made 
for repayment to the Civil Contmgencies Fund of certain mis- 
cellaneous advances, Mr Lloyd George moved a reduction on the 
ground of a prmciple, namely, that the Lord Lieutenant of Ireland’s 
office was a smecure, but the Chair ruled ‘ The salary of the 
Lord Lieutenant is placed upon the Consohdated Fund ’ (^ e it 
IS non-votable) ‘ in order that he may not be criticised in this 
style The only question into which the honourable gentleman 
can enter is that of the adequacy of this expenditure ’ 
(Hansard, 3rd Ser vol 348, col 905) ” ’■ 

The advantages of not discussmg the entire Budget annually 
are that time wiU be economised and greater justice done to the 
remaming items Moreover, when mterest on loans is not sub- 
jected to an annual vote greater confidence is produced, as credit 
and stabfiity count for much On the other hand, expenditure 
on supply services including new items of expenditure should 
come under the annual purview of the legislature 

1 Bombay Legislative Oounsil Debatet, 9tli Maioh 1923, p 036 
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The Powees of the two Chambers 

5 TLe relative powers of the two Chambers have frequently 
been discussed A scrutiny of the detailed heads twice over is 
considered a waste of tune by some authorities who want to re- 
strict the powers of the Upper Chamber to a discussion of general 
principles only In the British Parhament the lower House only 
can imtiate Money Bills The House of Commons only can giant 
supplies It IS paramount and has the privilege of mitiative m 
taxation It is for the House of Lords to assent Money Bills 
cannot be amended by the Lords on their way to receive royal 
assent The supremacy of the House of Commons m money 
matters can be seen from the Speech of the Throne The Kmg 
begms with " My Lords and Gentlemen ”, but referrmg to 
finance he says, “ Gentlemen of the House of Commons, I have 
given orders that a statement of the funds necessary for the 
operations of the year be submitted to you ” While revertmg 
to foreign affairs he agam refers to “ My Lords and Gentlemen ” 
A classic instance of this is seen m 1407, when Heniy IV initiated 
financial discussion m the House of Lords The Commons 
objected to this procedme, and the King recogmsed the prmoiple 
that the money grants were made by the Commons and assented 
to by the Lords ^ They were not to be reported to the King 
until both Houses were agreed and were to be reported by the 
Speaker of the Lower House Thus well over five centuries ago 
a long step had been taken to assert exclusive control over taxa- 
tion which was asseited m later times with success In 1625 it 
was resolved that the rate or tax should not be altered by the 
House of Lords In 1678 it was decided that all supplies ought 
to begm with them “ All aids and supplies and aids to His 
Majesty m Parliament are the sole gifts of the Commons, and aU 
biUs for the granting of any such aids and supphes ought to begm 
with the Commons, and that it is the undoubted and sole light 
of the Commons to direct, hmit, and appomt m such bills the ends, 
purposes, considerations, conditions, limitations, and qualifica- 
tions of such grants, which ought not to be changed oi altered by 
the Loids ” There was no real conflict from this time until 1860 
When the Papei Duty Kepeal Bdl was rejected by the House of 

1 Anaon, Law and Gustom of the Conaklution, vol. i p. 269 (Oxford Clarendon 
Preaa, 1909) 
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Lords m that year the House of Commons passed the following 
resolutions 

“ That the right of grantmg aids and supphes to the Crown is m 
the Commons alone as an essential part of their Constitution , 
and the hmitation of aU such grants as to matter, manner, measure, 
and time is only in them 

“ That although the Lords have exercised the power of 
rejeotmg BiUs of several descriptions relating to Taxation by 
negativmg the whole, yet the exercise of that power by them has 
not been frequent and is 3 ustly regaided by this House with 
peculiar jealousy, as affecting the right of the Commons to grant 
the supplies, and to provide the ways and means for the service 
of the year 

“ That to guard, for the future, agamst an undue exercise of 
that power by the Lords, and to secure to the Commons their 
rightful control over taxation and supply, this House has m its 
own hands the power so to impose and remit taxes, and to frame 
Bdls of supply, that the right of the Commons as to the matter, 
manner, measure, and tune may be mamtamed mviolate ” ^ 
In 1909 the Fmance Bill was not assented to by the House of 
Lords on the ground that the judgment of the country was 
necessary Parhament dissolved, and the country supported the 
Government measure The new Parhament passed the Bill, and 
an Act — the Parhamentary Act of 1911 ^ — became law which 
provided that a Money Bill passed by the House of Commons and 
sent up to the House of Lords one month before the end of the 
session is, if the House of Lords does not pass the Bill without 
amendment withm one month after the Bill is sent to it, to be 
presented to His Majesty and to become an Act of Parliament 
By this Act the House of Lords cannot reject a Money Bill The 
Act reqiures on every such bill when it is sent to the House of 
Lords and when it is presented to His Majesty for assent a 
certificate from the Speaker that it is a Money Bill The Speakei 
consults, if possible, before givmg his certificate, two membeis 
from the Chairmen’s panel appomted at the bcginmng of each 
session by the Committee of Selection It is also provided that 
“ Nothmg m this Act shall dimmish or quahfy the existing rights 

^ 116 C, J, 360, 169 H, D, 3, § 1383, of p 617, May’s Parhamentmy 
Praeitce, 12th edition 

“ 1 & 2 Geo Vo 13 , of p 397, May’s Parliamentary Piactice, 12th 
edition 
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or privileges of tlie House of Coamious ” The Lower Chamber 
has the right of initiative m taxation which is recognised by the 
Upper Chamber If the Upper Chamber mtroduces a bill which 
unposes a charge on revenues when it is read a third tune the 
financial clauses are omitted, but when sent to the Lower House 
are printed ui special type m the bill The House of Commons 
reinserts the financial clauses Alternatively the financial clauses 
are left m the bill followed by a clause negativmg this charge, the 
House of Commons then omits the formal negative and the biU is 
passed This is merely a device m order to avoid a clash on 
account of the House of Commons’ privileges 

In Canada all Money Bills must origmate m the Commons 
The Senate may reject these BiUs, but cannot amend them The 
power of rejection is seldom used The Austrahan Constitution 
forbids the Senate to origmate or to amend Money Bills In the 
United States the Senate may alter a Money Bill The Fmance 
Committee of the Senate is a dominatmg power on the Congress, and 
full of mitiative It commences workmg on the Budget about the 
tune when the House of Eepresentatives takes it mto consideration 
In Article 8 of the French Constitutional Law of 28th Febiuary 
1875, it IS laid down that “ the initiative and the makmg of laws 
rests jomtly with the Senate and the Chamber The fiscal laws, 
however, must be submitted first to the Chamber of Deputies 
and voted by the latter ” ^ The last four words, “ voted by the 
latter ”, have given rise to much controversy The Senate argues 
that these words were mserted merely to prevent the withdrawal 
of the Budget by the Executive from the supplies immediately 
after submission The Deputies argue that the first and the last 
word on the Budget should rest with them The issue has not 
been settled by any constitutional convention, and pressure is 
brought to bear upon the Senate by submittmg the Budget at 
a late date, and the Senate yields with almost praiseworthy 
abnegation Such disputes m France are usually settled by 
mutual concessions under pressure of time after two or thiee 
conferences 


Eeappbopbiations AOTi Resbuve Funds 
6 The question of reappropriations is an unportant one, as 
power to reappropriate mvolves m most cases the sanction of the 
1 Stourm, The Budget, Plazmski’s translation, pp 312 13 
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legislature In modern constitutions Governments are given 
powers of reappropriation or “ virement ” usually under rules or 
withm limits Thus under the Indian Constitution it is laid down 
that, after grants have been voted by the Legislative Assembly, 
the Emance Department can sanction reappropriation within a 
grant from one major, mmor, or subordmate head to another In 
the Report of the Public Accounts Committee based on the 
Appropriation Report of the Accountant-General every reappro- 
priation from one grant to another, and every reappiopriation 
within a grant not conformmg to the rules of the Emance Depart- 
ment, should be brought to the notice of the legislature In some 
countries “ token grants ”, i e demands for nominal sums, the 
total expense bemg met by leappropiiation, are applied for merely 
to bring the matter to the notice of the legislature It is cus- 
tomary to leave the Executive with certain funds to be used as a 
reserve and to be accoimted for in the next financial period or 
Budget Thus m Great Britam there are the Treasury Chest and 
“ Civil Contmgencies ”, and m most Governments a reserve is 
necessary The Civd Contingencies Eund is a loan fund of 
£1,600,000 which the Treasury controls and out of which it can 
make temporary advances to the Civil departments These 
advances are for expenditure m regard to an established service 
which has urgently to be undertaken before a grant by Parha- 
ment is possible No provision has been made m the estimates, 
and pajmaent cannot be postponed until the next financial year 
Advances are also necessary m the case of the small over-spendmg 
of grants which the Treasury may hold to be mevitable These 
two types of advances are repaid to the Eund out of grants of 
Parliament made for special purposes under supplementary 
estimates or excess grants The capital of the Eund is restored 
and mamtamed intact from year to year At the end of the 
financial yeai it is outstandmg m the hands of the Paymaster- 
General m the form of a balance, and this sum is carried forward 
mto the next financial year to the accoimt of the Eund On 
account of the wide powers of miement granted to the fighting 
services, no special machmery of this sort is required for these 
The Eund is annually audited by the Auditor-General and the 
results are presented to Parhament through the Pubhc Accounts 
Committee, which watches that the Eund is not made use of to 
defeat the linutationB of appropriation, le to avoid unspent 
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balances from being snriendered on the 31st March each year, 
the doctrine of lapse ^ which has been the rule m British finance 
since 1866 

The Treasuiy Chest Fund is a fund by means of which the 
Treasury carries on the busmess of exchange for various depart- 
ments which have to meet expenditure overseas such as the pay- 
ment foi regiments, for the navy, and for the diplomatic service 
abroad As rates of exchange vary, and as it is not possible to 
estimate accurately the cost of transferring these funds abroad, 
provision is made not m the departmental budgets but in this 
Treasury Chest Fund Its advantages are that it prevents the 
departments themselves from losmg part of their grants m trans- 
feirmg them abroad and m havmg a part of their amount locked 
up m the course of transfer The Treasury, m short, acts as an 
exchange banker for the departments It makes good the losses 
on exchange, not always entirely, as part of this is provided for 
m the votes, such as these of the navy estunates It is not to 
be confused with the Civil Contmgencies Fund, as the Chest Fund 
IS used always abroad and can be made only m regard to sums 
already gianted by Parhament and at the same tune avadablo 
for repayment to the fund Advances from the Civil Oon- 
tmgencies Fund, however, are made on the credit of money 
actually available but not yet sanctioned by Parliament In 
two respects they are similar In the first place the repayments 
have to be made before the end ol the year to both funds, so that 
then capitals are mamtained intact from year to year Secondly, 
both funds are audited by the Auditor-General, and the report of 
this audit is submitted to the Public Accounts Committee The 
system of empowermg the Executive to extend giants from this 
reserve for approved services does not always commend itself to 
jealous advocates of the powers of the legislatme It should, 
however, be remembered that this reserve is usually small, and 
it IS essential to have such a sum for unexpected events when the 
legislature is not ui session 

^ The British Excheq^uer and Audit Departments Act of 1866 is elastic 
enough to permit m rare cases unspent balances to be carried forward to the 
next year The necessary explanation is given m the next appropriation account, 
but this is most rare The Ordnance factories vote is one example (See Pubhe 
Accounts Committee, Second Kepoit, 1896 ) On one occasion the National 
Health Insurance Commission vote was allowed to suspend suirender (See 
Appropriation Accounts for 1913-14 ) Of Hawtrey, Th& Exchequar and, the 
Control of Expenditure (Oxford Umversity Press, 1921), p 65 
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The Veio and the Kestobation of demands 
FOB Grants 

7 It IS sometimes thought that the heads of Constitutions, as 
in the self-governing Domimons and other States, perform duties 
which could qmte well be done by the use of a rubber-stamp 
This, however, loses sight of the manner m which financial pohcy 
maybe modified by the advice given to members of the Executive 
responsible or by the action taken by the head of the Government 
himself He may veto a legislative enactment The veto, for 
example, was exercised m Canada m 1873 by the Governor- 
General m regard to the Oaths Bill This was disallowed as bemg 
ultra VII es of the Parliament of Canada The Governor-General 
of Austraha similarly withheld his consent to a proposed Act, and 
referred it to Downing Street This was m connection with the 
Austrahan Navigation Act, 1912 The Act was finally approved, 
but the delay gave time for reflection regarding the results of the 
law, so that it has not been put mto force m its entirety In the 
Indian Constitution the Governor-General and Governors ^ of 
provmces possess the power of vetomg legislation, including, of 
course, finance legislation In the Umted States, imder Section 7, 
Article 1, of the Constitution, “ every Bill which shall have 
passed the House of Eepresentatives and the Senate shall, before 
it become a law, be presented to the President of the Umted 
States If he approve he shall sign it, but if not he shall return 
it, with his objections to that House m which it shall have origin- 
ated, who shall enter the objections at large on their Journal, 
and proceed to reconsider it If after such reconsideration two- 
thirds of that House shall agree to pass the Bill, it shall be sent, 
together with the objections, to the other House, by which it 
shah likewise be reconsidered, and if approved by two-thirds of 
that House, it shall become a law ” If any Bill is not returned 
by the President withm ten days after its presentation to him, it 
becomes a law If it is returned withm ten days, unless this Bill 
IS passed by both Houses by two-thirds majority, it does not 
become law Thus the Soldiers’ Bonus Bill of 1924 was re-passed 
over President Coohdge’s veto by an overwhehnmg majority In 
the case of the Immigration Bill the President did not apply a 
veto, which would obviously have proved meffeotive Presidents 
' Sections 32 and 76 77 of the Government of India Aot, 1936 
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Jackson, Tyler, Jolmsoa, and Cleveland employed this veto 
power President Cleveland vetoed no less than 413 Bills duimg 
the first term of his o£6.ce, more than two-thirds of which were 
private pension Bfils The moat important BiU vetoed was the 
Dependent Pension Bill — a measure so vague that it might have 
led to enormous fiauda upon the Treasury Presidents Adams, 
Jefferson, John Qiimcy Adams, Van Buren, WiUiam Henry 
Harrison, Fillmore, and Garfield never vetoed a Bill passed hy 
Congress Generally, the other Presidents vetoed but few 
Washmgton vetoed 2, Madison 6, Monroe 1, Jackson 9, Tyler 8, 
Polk 3, Pierce 9, Buchanan 7, Lincoln 3, Johnson 22, Hayes 8, 
Arthur 4, Benjamm Harrison 19, Cleveland (second term) 42, 
McKinley 6, Eoosevelt 40, Taft 26, and Wilson 26 Bryce says 
that the American people admire their President because he has 
an opuuon of his own and is not afraid to enforce it In all the 
States of the Union, except one (North Carolina), Bills passed by 
the two Houses must be subnutted to the State Governoi for 
his approval Should the Bill be returned to the legislature dis- 
approved, it is lost unless re-passed over his veto hy a majority 
of two-thirds, but sometimes larger, m each House A good 
governor uses his veto freely, as this is considered m many States 
to be a test of a governor’s judgment and courage The power 
of the veto is a negative one Veto (I forbid) was, of course, the 
expression used by the tribune of the people m nulhfymg measures 
under the Roman Eepubhc 

It IS sometimes necessary to certify, restore, or authorise 
Thus expendituie may be certified, restored, or authorised as a 
positive Act of the Executive The House of Commons m 1871 
refused to abohsh the purchase of commissions m the Army, and 
this was carried through by Eoyal Warrant, an Executive Act ’■ 
Failure to vote the Budget is the counterpart of the right to 
authorise the Budget, and rarely have legislatures taken this 
extreme measure Failure to vote the Budget is always regarded 
as a sign or even the result of political unrest King Charles I 
held that if the legislature refused to approve the levymg of 
taxes, and thus failed m their duties, the Kmg may act upon his 
authority by virtue of the divme right of kmgs In the famous 
struggle between Pitt and Fox towards the end of the eighteenth 

^ This IS published in Appendix I p 483, vol u , Anaon, Law and Oustom 
of the Oomhtution (Oxford ITniversity Presa, 2nd edition) 
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century, Fox managed to secure tlie adjournment of the vote on 
subsidies on five or six occasions “ It cannot ”, he said, “ be 
contested that the Constitution gives to the House the right to 
refuse the funds , but this is a weapon which the House must 
use with caution, and only when the public cause imperatively 
demands such action I shall always uphold this right ” 
Eislune May rightly says that this weapon is now rusting in the 
arsenals of constitutional laws In Prussia, Bismarck carried on 
the Government for four years (1862-66) without the grant of 
supphes from the Landtag, but with the support of the Upper 
House The funds were reqmred for nuhtary reorganisation 
When Prussia defeated Austria at Sadowa the eficcts of 
Bismarck’s pobcy were clearly demonstrated Later King 
Wilham admitted that the Budgets of the years 1862-66 had not 
conformed with the law ^ In Erance m 1877 the Budget was not 
voted till the 16th December, t e until a new Cabinet fiom the 
ranks of the majority of the Chamber of Deputies was appomted 
In the Indian Constitution it is provided that when exjiendituie 
IS refused grants may be lestored The Governor-Geneial and a 
Governor have this power under the Government of India Act, 
1936, where the refusal or reduction would aftect the due diS' 
charge of any of the special responsibilities of the Governor- 
General or of a Governor of a province It will be seen that for 
the head of the Executive m India both m the federation and in 
the provmces, certam financial safeguards have been mserted mto 
the Constitution The Jomt Committee of both Houses of Parlia- 
ment commentmg on then nature and objects in the new Con- 
stitution said that “ The safeguards we contemplate have nothing 
m common with those mere papei declarations which have been 
sometimes mserted m constitutional documents, and are depen- 
dent foi then vahdity on the goodwill or the timidity of those to 
whom the leal substance of power has been transfer! ed They 
represent on the contrary (to quote a very imperfect but sigmficant 
analogy) a retention of power as substantial, and as fully endorsed 
by the law, as that vested by the Constitution of the Umted States 
m the President as Commander-m-Chief of the Army — but more 
extensive both m respect of them scope and m respect of the 
cmcumstances m which they can be brought mto play On the 

1 Stourm, The Budget, Plazinslu’s tianBlaUon, p 22 (London Apploton, 
1917) 
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other hand, they are not only not inconsistent with some form 
of responsible government, hut m the present circumstances of 
India it 18 no paradox to say that they aie the necessary comple- 
ment to any form of it, without which it could have little or no 
hope of success ” 

Safeguards are not confined to the world of finance but exist 
for many other purposes m Constitutions They are too common 
m various walka of life, hlce the safeguards for a motorist on the 
load to prevent accidents which could be fatal The motorist, 
on seeing a safeguard notice, slows down m passmg school or 
cross-roads A safeguard is there for a defimte purpose Such 
safeguards are used by the motorist as and when required , they 
prevent catastrophies Safeguards are sometimes regarded as 
interfermg with self-government, but m reality this is not the 
case Full provision must be made for the mamtenance and 
efficiency of the fundamentals of a Government, especially m the 
sphere of finance, as a nation’s credit is a delicate piece of furmture 
which cannot be dusted with a Turk’s-head mop However much 
the doctrme that good government is no substitute foi self- 
government may be subsciibed to, care must always be taken 
not to permit all Governments being replaced by anarchy tor this 
purpose Safeguards are, therefore, necessary 
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THE EXECUTION OF THE BUDGET 

Introduction 

1 After tlie legalisation or vote of the Budget adequate 
machinery is required to secure conformity with the views of the 
executive and the legislature on it Unless this exists and works 
with efficiency, the prepaiation and the vote of the Budget will 
be rendered nugatoiy This branch of the subject is known as 
the execution of the Budget, and includes the collection of the 
revenue, the custody of pubhc moneys, the methods of spending 
m accordance with appropriations and the services performed by 
the Treasury or Finance Mmistiy m the country concerned The 
topics of control and audit are the most important of this branch 
of financial a dmini stration Control is used m two senses, some- 
times m the techmcal sense of the control of issues from the 
Treasury and sometimes m a wider sense to embrace aU forms of 
control, judicial, legislative, and admmistiative, over expenditure, 
receipts, and loans Thus control m the latter sense would 
mclude (1) the administrative control exercised by the head of a 
department and by the Treasury or Fmance Department over 
other offices, (2) the judicial control exercised, for example, by 
the Court of Accounts m Fiance, and also (3) the legislative con- 
trol exercised through the Committee of Public Accounts By 
’ “ audit ” IS meant the verification and exammation oi accounts 
before the expenditure takes place (pre-audit) or after the ex- 
penditure has been mcurred (post-audit) Audit is essential to 
secure that the funds aie not m any way spent improperly and at 
the same tune spent exactly m conformity with the will of the 
legislature Audit origmally consisted of the hearmg of explana- 
tions from those rendering the account “ Look mto your affairs 
often, and cause them to be reviewed, for those who serve you will 
1016 
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thereby avoid the more to do wrong, and will take pains to do 
better In the first place he who lenders accounts ought to swear 
that he wfil render a lawful account and faithfully account for 
what he has received of the goods of his lord, and that he will 
put nothing m this roll save what he has to his Imowledge spent 
lawfully, and to his lord’s profit The lord of the manor 
ought to command and oidam that the accounts be heard every 
year, not m one place, hut on all the manors, for so can one 
qmckly know everything and understand the profit and loss ” ^ 
In lecent years audit has assumed great importance m financial 
administration and m Constitutions and m Acts of the legislature 
the head oflficial in charge of audit is given large and mdependent 
powers Audit is not a mere formal exammation of authorities 
and of rules It does not merely see whether there is quoted 
authority foi expendituie but it investigates also the necessity 
for it The raison of audit, as the Government of India m 
its Despatch on the Reforms of 1919 well described it, is briefly 
that “ it wiU ask whether mdividual items were m furtherance of 
the scheme for which the budget provided , whether the same 
results could have been obtamed otherwise with greater economy , 
whether the rate and scale of expenditure were justified m the 
circumstances , in fact, they will ask every question that might 
be expected from an mtelligent taxpayer bent on gettmg the best 
value for his money The Audit Officers will also devote more 
of then time to lookmg mto the manner m which various 
executive officers are undertakmg then more important financial 
lesponsibihties ” 

From time to time changes to meet changed circumstances are 
necessary m the execution of the Budget The machmery must 
be brought up to date m spite of the opposition to change the 
worlong of a system on the part of the official luerarchy It was 
with this end in view that Burke m his great speech of 1780 put 
forward “ a plan for the better secmity of the mdependence of 
Parliament and the economical xeformation of the cml and other 
establishments ” He laid stiess on the importance of the execu- 
tion of the Budget and suggested domg away with the smeemes 

1 fiom the vary remarkable book by Walter de Henley, Tretyce of Stis 
bandry (area 1200-1250), Cambridge University Library Several other manu 
scripts of this popular work still survive, for example, at the Ginldhall and the 
British Museum, London, the Bodleian, Oxford, and the Bib Hat Pans Of 
tianslation by Lanaond with mtroduotion by W Cunnmgham, 1890 

VOL II 2 K 
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m regard to tkis part of financial administration The audit of 
the two Auditors of Imprest was found to be nothing short of a 
scandal and each auditor was found to be m receipt of £16,000 a 
year He was paid by fees and did his woik by a deputy ^ 
£75,863 were m 1780 distributed among the high officials and 
their staffs Of this sum the auditor received for himself £10,816, 
the Clerk of the PeUs £7597, the four TeUeis £27,930, the four 
" second cleiks ” of the Tellers (also sinecurists) £4193, and the 
Usher £4200 The Auditor, the Clerk of the Pells, the four 
Tellers, and the Ushei owed their appomtments to the fact that 
their fatheis held high offices m the State at the time when the 
vacancies arose which they filled The Auditor, for example, was 
nephew and successor of a Prime Munster, the Clerk of the Pells 
and the Usher weie brothers and sons of a Prime Mimster, and of 
the four Telleis one was the son of a Prime Mimster and the other 
three were sons of Lord Chancellors No wonder that Burke 
said, “ My idea therefore is to reduce these offices to fixed salaries, 
as the present fives and reversions shall successively fall It will 
not be difficult to calculate the value of this fall of fives to the 
pubhc, when we shall have obtained a just account of the present 
mcome of these places , and we shall obtain that account with 
great facility if the present possessors are not alarmed with any 
apprehension of danger to theu freehold office ”, and he wound 
up his speech by movmg for leave to brmg m a bill “ for the better 
regulation of His Majesty’s civil establishment and of certam 
pubhc offices , for the hmitation of pensions and the suppression 
of sundry useless, expensive, and mconvement places, and for 
applymg the moneys saved thereby to the public service ” 
These auditors were abohshed m 1786 ^ by statute, and a body 
of five commissioners was appomted for auditmg the public 
accounts This body, known as the Audit Board, was abohshed 
when its duties were transferred to the ComptroUei and Auditor- 
General by the Exchequer and Audit Act of 1866, on which the 
present system of control of issue and audit rests even after the 
passmg of the Amendmg Act of 1921 A result ol Bmke’s speech 
m 1780 was the appomtment of a Commission, m the same year, 
of SIX persons to examme the pubhc accounts of the kingdom, 

1 EepoH on Public Income and Eapendilui e, 1869 , Part II , Appendix No 
13, p 331 Cf Anson, pait ii p 331 

2 23 Qeo in c 62 
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and tbs Commission presented at mtervals fifteen detailed 
reports, the last in December 1786, to tbe House of Commons 
This Commission was less concerned with the paiticular methods 
of conductmg business m the Exchequer than with repiessmg 
the numerous sinecures with their enormous fees The Exchequer 
officials were, hire many of their successors at the present day, 
conservative to a degree The Act of 1697 entitled “ an Act for 
the better observation of the course anciently used m the Eeceipt 
of Exchequer was quoted by Exchequer officials as crystal- 
hsing and malang sacrosanct then procedure The piocediue 
itself, as we shall see, was in need of re-exannnation and of 
modernisation Parnell m his pamphlet Financial Reform‘d 
criticised the methods by which the public expenditure was 
managed and the large balances which lay, for example, with 
the Treasurer of the Ordnance The Paymasteis could use the 
large balances that were with them We have, for example, the 
case of 0 J Fox’s paternal grandfather, Sir Stephen Fox, and his 
own father, Henry Fox, who made large fortunes rn the office of 
the Paymaster Sir Stephen Fox’s frrend Evelyn computed him 
to be worth in 1680 at least £200,000 “ honestly got and unenvred, 
which IS next to a miracle ” Pepys m his Diary narrates that 
Sir Stephen Fox was enabled to make large profits from the 
office Hemy Fox, his son, was reported to have made milhons 
In 1769 the Lord Mayor presented a petition to the Kmg from the 
livery of the city of London agamst his mimsters in which Fox 
was called “ the public defaulter of unaccounted milhons ” 
Proceedings had actually been commenced in the Court of the 
Exchequer but had been stayed by a warrant from the Crown 
It was a Commission appomted under the Royal Warrant of 
Kmg William IV of 8th July 1831 to mquire “ Into the manner 
in which the public money is received and paid ” that succeeded 
in securmg the final abohtion of the old Exchequer system In 
its report ^ the Commission pomted out that all the forms and 
practices m force could be traced back to very remote periods 

1 8 and 9 WiUiam III c 28 

Published in 1830, ch xi p 136 on “ The Management of the Pubhe 
Exponditure ” Of p 181 “ The Treasurer of the Ordnance has a powei 

ovoi the public, money, which ought not to be vested m any public officer If, 
foi instance, he wishes to have the use of money for a few days, he may draw 
a choc(uo foi any sum he pleases ” 

“ Paihamonlary Papei No 313 of 1831 
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and that, notwithstanding the changes and improvements which 
experience and civilisation had mtioduced mto monetaiy trans- 
actions, the forms of the Exchequer underwent little or no alteia- 
tion The Commission recommended the complete abolition of 
the old system and the sweeping away of the ofhces of the Auditor, 
the Clerk of the Pells, and the Tellers and the substitution of a 
Comptioller-General of the Exchequer on a salary of £2000 a year, 
which was raised to £3000 m March 1920,^ with a staff of eight 
subordmates costmg £2600 a year m place of sixty-eight officials 
of the old depaitment coating to Government £44,489 per annum 
The Bank of England took ovei the receipts and issues of the 
Exchequer with effect from 11th Octobei 1834 and all “ books, 
records, deeds, papers, documents, and vouchers whataoevei 
relatmg to the office of the receipt of the Exchequer ” were made 
over to the new Comptioller-General The old Exchequer died 
on 10th October 1834 when the officers met for the last time and 
had their last quarter-day’s dinner On the mornmg of the 11th 
the new establishment met m the old building m New PaUce 
Yard, many of the rooms bemg unoccupied The large and 
lofty room on the first floor, facmg the Thames and known as the 
Star Chamber, was filled with old tally sticks Those were 
destroyed by using them for fuel m the Houses of Parhament, 
as the Star Chamber was now to be used as a Committee loom tor 
Parliamentary business Charles Dickens describes the burning 
of the Houses of Parhament as a result of this, five days after the 
ancient Exchequer had ceased to exist “ The stove, overgorged 
with these preposterous sticks, set fire to the panellmg , the 
panelhng set fire to the House of Lords , the House of Lords set 
fire to the House of Commons , and the two Houses were reduced 
to ashes ” * In 1921 the Exchequer and Audit Depaitment Acts 
of 1866 and 1889 were amended by the Exchequer and Audit 
Department Act of that year which provided, m^e? aha, that 
stores and revenue accounts should also be audited by the 
Auditor-General and reported on to the Pubhc Accounts Com- 

1 In August 1921 Government mtroduced legislation to legalise this, as it 
was admittedly irregular and illegal The House of Commons at the time took 
stiong exception to the procedure but sanotioned additional expenditure only 
after the Government admitted its error and to avoid punishmg a puhho servant 
who had rendeied distmgmshed service to the State 

- Charles Dickens’s speech on Administrative Reform dehveied at Diury 
Lane Theatie on 27th dime 1866 
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mittee of the House of Commons This Committee, which dates 
back to 1861 when Gladstone was Chancellor of the Exchequer, 
IS formed annually m January or February at the begmmng of 
the Parhamentary session, and is assisted by the Comptroller 
and Auditoi -General and one of&cial of the Treasury in the 
auditing of the accounts of the year and m drawmg up the report 
to Parhament To this we shall agam refer, but it may be said, 
generally spealong, that Great Britam, possessing as it does the 
oldest system of accounts and the oldest system of Exchequer 
procedure, improved its system, but only affcei the tune for change 
had long been passed After the Great War this impiovement 
was carried out especially m regard to the effective carrymg out 
of the Budget 

The Umted States, by an Act of Congress passed m 1921,^ 
created a General Accoimtmg Office “ which shall be independent 
of the Executive departments and under the contiol and duection 
of the Comptroller-General of the Umted States ” This took 
the place of the Offices of the Controller of the Treasury and 
Assistant Conti oiler of the Treasury It was also provided that 
“ there shall be m the General Accoimtmg Office a Comptroller- 
General of the United States, who shah, be appomted by the 
President with the advice and consent of the Senate ” ^ This 
Act clearly shows the importance of this branch of the admmistra- 
tion, as it lays down the scope of the Comptroller-General’s work 
thus “ (o) The ComptroUer-General shall investigate, at the 
seat of Government or elsewhere, all matters relatmg to the 
receipt, disbursement, and apphcation of public funds, and shall 
make to the President when requested by him, and to Congress 
at the begmnmg of each regular session, a report m writing of 
the work of the General Accoimtmg Office, contammg recom- 
mendations concernmg the legislation he may deem necessary 
to facilitate the prompt and accurate rendition and settlement 
of accounts, and concernmg such other matters relatmg to the 
receipt, disbursement, and application of public funds as he may 
thmk advisable In such regular report, or m special reports at 
any time when Congress is m session, he shall make recommenda- 
tions, lookmg to gieater economy or efficiency m public expendi- 


Budget and Aooountmg Act, 1921 , Bamaa U S Statutes Cumulative 
pplement, 1923, p 18 

» Act loth June 1921, C 18, §§ 301 and 302, 42 Stat 20 
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tiires ” ^ It la also provided tLat “ all departments and establish- 
ments shall furnish to the Comptroller-General such information 
regardmg the powers, duties, activities, organisation, financial 
transactions, and methods of busmess of their respective offices 
as he may from tune to time require of them , and the Comp- 
troller-General, or any of his assistants or employees, when 
duly authorised by him, shall, for the purpose of securmg such 
information, have access to and the right to examme any books, 
documents, papers, or records of any such department or estab- 
ishment ” * 

The General Accountmg Office, theiefore, can demand 
information &om any office , it can demand on the spot any 
document and ledger , and on the request of the Government 
departments or the Paymasters it can mterpret the law concern- 
ing the Budget and decide whether a certam credit may be 
employed for a certam purpose or not Congress alone can 
change its rulings Congress and then Committees, as well as 
the Bureau of the Budget, frequently require the Office to 
investigate questions and to report The functions of the Comp- 
troUer-Gencial m the Umted States may he compared with those 
of the ComptioUer and Auditor-General m Great Biitam Smce 
1921 the efficiency of control and audit has been greatly mcreased 
and uniformity in accountmg has been mtroduoed with advantage 

Most other governments have taken >«eps to emphasise the 
importance of control and audit In Germany, for example, 
there is the autonomous Rechnungshof which is charged with 
the proper execution of the Budget This autonomous body 
sees that the law m regard to the Budget and to financial pro- 
cedure has been kept and whether any excess or unnecessary 
expenditures have been mcurred In France there is no 
authority comparable to the office of Comptroller and Auditor- 
General m Great Britam to prevent even the Minister of Fmance 
horn violatmg the wishes of Parliament There are, however, 
Controleurs of expenditures and accountants who are under the 
Munster of Fmance The Mmister of Fmance has supervision 
over the accounts of all the ministries and exammes the statement 
of the accounts before they are forwarded to the Com dos 

1 United States Budget and Aocountmg Act (L 20, 42 Stat ), 10th June 
1921, C 18, § 312, 42 Stat 20 

' , 10th June 1921, C 18, § 313, 42 Stat 20 
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Comptes for final veHfiication Unfortunately these accounts are 
forwarded to the Cour des Comptes after a delay of several years 
The verification, therefore, is mefiective amce auditmg should be 
prompt, ^ e it must take place qmokly after the expenditure has 
taken place 

The Collection oe Revenue 

2 In the early days of society the collection of dues was not 
a complicated matter As centralised Governments developed, 
the revenue was farmed and apportioned This gave rise even m 
the Roman Empire to grave abuse, as it does in Chma to-day 
The Zemmdars m the permanently settled tracts of Bengal to-day 
are the descendants of the rent-farmers of the Moghul and early 
British period, when rent collection was entrusted to the highest 
bidder Even to-day oomplamts are heard of exactions m the 
collection of the land revenue by the employees of landlords 
The loss to the Treasury and the frequent hardship to the tax- 
payer are the mam abuses of this system wherever it obtams 
In a well-lmown passage m SuUy’s Menmies on the collection 
of revenue it is stated of his time m France that “m these 
times of confusion the loyal funds were the prey of the one 
who grabbed them first The revenues of the Kmg were not 
sufficient for the avidity of the financiers, which ordmarily grew 
through public suffermg I had great troubles in unravellmg the 
mysteries of the people of this profession I discovered all the 
secret sources of the collectors There were a large number , 
forgeries of pretended uncollectable debts, expenses for carriages, 
spices etc , all these were so many resources used for the profit of 
the clerks who absorbed a portion of the revenue The con- 
tractors [fermters] and the Treasurers of France realised almost 
twice as much as the sum for which the contract was given to 
them ” ^ In the French Revolution the end of tax-farmers was a 
speedy one A tribunal, foi example, declared them mdmdually 
and collectively gudty of malpractices and embezzlement, and, 
in Stourm’s words, “ as soon as the sentence of death was passed 
upon them they mounted the scaffold, twenty-eight of them, on 
the same day at five o’clock in the afternoon [8th May 1794] 
Then stewardships were thus audited ” ® 

1 Cf Stourm’s The Budget, Plazmaki’s translation, p 638 
” Op Lit p 540 
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In England in early times the revenue was levied and collected 
prmcipaUy by the sheriff of each county, who was an officer of 
gieat authority and power, as m Scandinavian countries Up to 
the twelfth century he was practically a provincial viceroy not 
only in charge of finance but also of justice, pohce, and mihtary 
matters He was the vicecomes just as the earl was the comes 
of the county (comitatus) This title, a Contmental one from 
Noiman days, must not be taken as if it derived power fiom the 
earl or m any way represented the earl ITe has been from first 
to last a distinctively royal official, a representative of Inngly 
power, which the Norman Conquest greatly increased The 
kmgs mamtamed their hold over the sheriffs m treating them as 
their officers and representatives who held their offices at the 
Kong’s will It will be lemembeied that in 1170, for example, 
Henry II cbsrmsaed aU the sheriffs of England and put others 
m their places The ancient method of collection of revenue uas 
the “ Summonce of the Exchequer ” which was issued twice a 
year in aU the counties of England At the Easter and Michael- 
mas terms the sheriffs and other accountants came to the Ex- 
chequer to render their accounts and pay their revenue dues 
The King’s itmerant judges, Justices of Assize, Justices of the 
Peace, and Lord-Lieutenants took over his duties, and not with- 
out reason smce by the fomteenth oentmy the sheiift was well 
hated, aS he oppressed his county m order to make the most 
out of it A series of statutes extending from 1364 to 1444 
shows how Parhament attempted time and agam to obtain 
annual sheriffs, a pomt which was gamed m the fifteenth century 
From this date onwards until the seventeenth century the office 
fell lower and lower and m later periods it was difficult to get 
sheriffs at aU "When the sheiiffs’ powers as tax-collectors 
declmed, or were curtailed, other provision was made foi the 
collection of revenue In addition to the sheriffs theie were 
escheatouTs, foresters, the payers of customs, fermers, rent- 
collectors, and m latei tunes coUectois of tallages, dismes, and 
qumzemes The money was paid at the Exchequer and deposited 
m one of the four large iron chests each of which was in the 
office of one of the four Tellers These chests were secured by 
three large ’locks, the key of one lock being entrusted to the 
Teller, the second to the Auditor, and the thud to the Clerk of 
the Pells If the revenue was not paid m specie it was paid by 
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wairant of discount accordmg to the usages of the time No 
mistake or fraud m the Exchequer could remam long undetected 
owing to the fact that the officers were a mutual check upon 
each other and the money was m the same buildmg At the 
close of eveiy day, every week, and every quarter or half-year 
the accounts m the Court of Eeceipt or Lower Exchequer were 
carefully checked and the totals compared to prevent errors 
This system of paying into the Exchequer contmued up to 1834 
Sometimes the Kmg’s money was paid to him in his palace tn 
camera regis oi to his officers But this was exceptional The 
mam prmciple was the regularity with which the revenue was 
accounted for at the Exchequer, and this system, centuries old, 
prevented mistakes oi frauds Other countries have them omu 
system but the Enghsh system, extendmg over centuries, cannot 
be understood without a reference to its history 

From 11th October 1834 the revenue was paid into the Banlc 
of England or the Banlc of Ireland m accordance with sections 
10 and 11 of the Exchequer and Audit Act of 1866, under which 
the different accounts were combined into what is known as the 
“ Exchequer Accormt ” ^ at the Bank of England The great 
revenue departments srreh as Customs and Excise and Inland 
Eevenue have, it must be remembered, them own accounts at the 
Banlc of England, which are necessary before they can pay mto the 
Exchequer account them net revenue, smee immediately moneys 
are paid mto the Exchequer account or Consolidated Fund they 
1 The Commissioners of Customs, tho Commissioners of Inland Revenue, 
and tho Postmaster General shall, aftei deduction of the payments for draw 
backs, bounties of the nature of drawbacks, lepayments, and discounts, cause 
the gross lovoniie of their lespective departments to be paid, at such times and 
under such legulations as the Treasury may from time to time presoiibe, to 
accounts to bo entitled “ The Aooount of His Majesty’s Exchequer ”, at the 
Bank of England and at the Bank of Ireland rospeotivoly, and all other piiblio 
moneys payable to the Exchequer shall be paid to the same accounts, and 
accounts of all such payments shall be rendered to the Comptroller and Auditor 
Qeneial daily, m such form as the Treasmy may piesonbe provided always, 
that this enactment shall not be constiued to prevent tho oollootors and receivers 
of the said gross revenues and moneys ftom cashing, as heretofore, under the 
authority of any act or regulation, ordoia issued for naval, military, revenue, 
civil, or otlioi services, repayable to tho rovonuo departments out of tho Con 
solidatod Eimd or out of moneys provided by Parliament ” (section 10) “ All 

moneys paid into tho Bank of England and the Bank of Ireland on aooount of 
tho Exchequer shall be oonsideied by the Goveinoi and Company of the said 
banks lespeotivoly as foimmg one general fund in then books , and all orders 
dneoted by tho Treasury to the said banks for issues out of credits to be granted 
by the CoraptroUei and Auditoi General as heieinafter provided, for the publio 
service, shall be satisfied out of such general Fund ” (section 11) 
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pass out of the control of the revenue departments The system 
of collecting indirect taxation, such as customs and excise, is 
based on the principle that the officer who does the actual 
collection of the tax has a check brought to bear on him by 
another officer In excise collections the officer reports the 
amount of the production, say in a distillery, to the surveyor of 
taxes, who assesses the taxpayer and raises a charge against the 
collector of the district who collects the assessment, an assess- 
ment which IS conunumcated to the surveyor as well as to the 
central office m London The taxpayer usually pays by a cheque 
drawn by the payer’s bank or a cheque guaranteed by the bank 
These amounts are paid mto the account The local collectors 
forward dady to the Banlc of England to the account of the 
Commissioners of Customs and Excise sums not required by 
them locally for refunds and office expenses or similar purposes 
The Commissioners m tmn make over to the Exchequer account 
from their account the credits received from the board’s collectors 
The Commissioners also transfer to the account of the Accountant 
and ComptroUer-General of Customs and Excise at the Bank of 
England sufficient amount on which the Accountant and Comp- 
troller-General can diaw to meet current expenses of the office 
and other expenses such as drawbacks of the department Inland 
revenue is collected on similar hnes The Inspector of Taxes 
raises a charge agamst the collector and the collector collects the 
taxes and remits the surplus to the account of the Commissioners 
of Inland Eevenue at the Bank of England The Commissioners 
m turn transfer from their accounts periodically the proceeds of 
then collections to the Exchequer account Income tax is 
collected on a slightly different system owmg to the fact that the 
taxpayer is protected from official mquisition as the tax is con- 
trolled by private persons namely the District Commissioners of 
Inland Eevenue If, however, the taxpayer prefers to deal with 
cml servants, namely the Special Commissioners in London, m 
ordei that his affairs should not be known locally, he may do so 
The assessment is done by assessors appomted by the District 
Co mm issioners and they are paid small fees They are not 
Government servants They commumcate the assessment to 
the Inspector of Taxes for the district, but this as a rule means 
the mspector makes the assessment on returns of income made 
by the taxpayer and submitted through the District Com- 



THE EXECUTION OE THE BUDGET 


1027 


missioners Tlie Inspector of Taxes is a civil servant and is tke 
backbone of the system The Boaid of Inland Revenue appoints 
collectors in each paiish or district to collect the taxes The 
collector remits the amount to the account of the Commissioners 
of Inland Revenue at the Banlc of Engla.ml The collectors m 
practice, although not m theory, are under the Inspector of Taxes 
Theoretically they are under the District Commissioners The 
Inspectors of Taxes, however, check these collections and prevent 
arrears Post OfS.ee revenues, rents of Crown lands, and other 
sources of revenue are all paid mto the Exchequer account, 
mcludmg the profits of the Mint 

We see, then, that the exceptions to the statutory rule that 
there must be only one central account to which aU revenue is 
paid are the case of Customs and Excise, where drawbacks and 
rebates are necessary, and the case of Inlan d Revenue where 
deductions are permitted to meet expenses of coEection as pro- 
vided m section 10 of the Act referred to above Once m a 
month a claim is made upon the Treasury foi credit m respect of 
these expenses as grants have been already voted m the Budget 
for these purposes The Treasmy makes certain that the claims 
for credit from the Board do not exceed the grants by Parhament, 
and it makes formal issues to the account of the Board from the 
Exchequer account At the same tune the Treasury deducts the 
amount so issued fiom the credit voted by Parhament and debits 
these to the account of the Board kept at the Tieasury, and the 
Board subsequently pays it back to the Exchequer account 
Collectors in out-of-the-way districts are permitted to make use 
withm their districts of local balances for such payments on 
behalf of other departments m the form of pensions, for example, 
for the War Office and Admiralty A claim is made by the Board 
of Customs and Excise through their head office m London to the 
debtor department, and that department notifies the Treasury 
and the Treasury m turn writes the claim off the votes of the 
debtor department The drawback of this system is obvious 
It means large cash balances m the hands of collectors, with the 
result that a constant checkmg is essential by inspectors under 
the control of the Accountant and Comptroller-General of 
Customs and Excise The British system of collectmg revenue 
IS far from bemg umque Its characteristic is the check which 
obtams at various stages and the consequent difficulty m perpe- 
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trating frauds The assessing officer does not collect the taxes 
and one officer is a check on another The collection of levenue 
demands care and constant checking if the ic venue is to be 
collected with efficiency and with safety 

In France there are the controllers, two or three per district, 
who go out for at least nme months in each ycai touring through 
the parishes which comprise the district As one writer has 
said, these collectors, by their uniforms, by then associations, 
by the exammation and diplomas required for their appoint- 
ment, constitute a big body of officials Similarly m India 
there are the collectors, the executive heads of districts whose 
function IS to supeivise the collection of Land Revenue in addi- 
tion to their work as District Magistrates All these officers 
have to be paid adequate salaries m order to enable them to be 
efficient and fiee from all temptation In the case of mdirect 
taxes the admmistration has to deal with a smaUor number of 
persons, and the work is comparatively easy A large staff, 
however, is required for preventing traffic by smugglmg or illicit 
distillation, and it is false economy to cut down the excise pre- 
ventive staff when it mterferes with then efficiency It means a 
loss of revenue to the State 

Custody op Publio Moneys 

3 When the taxes are collected how should they be paid to the 
State ^ The older practice was for the funds to be transferred in 
cash to ceitam offices or Treasuries up and down the countryside 
In some countries, as m India to-day, this practice still obtams 
India has 300 district Treasuries and 1200 sub-Treasuries, but the 
Reserve Bank, and where the Reserve Bank has no agencies, the 
Imperial Banlt of India conducts the Treasury busmess wherever 
the lattei has a local head office or branch office When a pay- 
ment has to be made to Government the payer pays m the money 
with a challan (which is usually bi-lmgiial and m duplicate, one 
part servmg as a receipt foi the amount and the other for record) 
When anyone has to receive a payment fiom Government he 
presents a receipted bill or cheque issued m his favour by a com- 
petent officer at a Government Treasury and obtains payment 
This decentrabsation of Treasuries is a feature of the Trirlian 
financial system and is m contrast with the centrahsed system 
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that obtains m moat countries such as Great Britain Because 
of the size of India, which is the size of Europe without Russia, 
and because of the scarcity of banks and the blanches of banks 
throughout India, the system is essential In Great Britain the 
pubhc receipts and payments are centralised m the Bank of 
England m London,^ and there are no outlying State Treasuries 
Previous to October 1834 the State Treasury was the Exchequer 
withm the precmcts of the palace of Westminster and the Bank of 
England took over the Exchequer duties in this respect only, as we 
have seen, on the 1 1th October of that year ® The Exchequer was 
relieved from the charge and responsibihty of the custody of pubhc 
moneys The Bank of France conducts a consideiable amount of 
work on behalf of Government, although, it will be remembered, m 
1806 Napoleon refused to entrust to the Bank of Fiance the func- 
tions of cashier of the State “ I want the State to be able to shift 
the Army without the Bank’s knowmg, and the Bank would know 
if it were familiar with my needs for money ” The United States, 
like India, owing to the large extent of territory, has, m a modified 
way, the Treasury system, but now depends mamly on the 
country’s bankmg system The Federal Reserve system has 
done much in regard to the management of public funds by 
developmg bankmg on systematic Imes The independent 
Treasury system in the Umted States has given place to the 
Federal Reserve banks, where, for example, the gold which 
secures gold certificates is held m place of sub-tieasuries The 
Treasury vaults in Washmgton are still used for the storage of 
coin, bullion both gold and silvei, and other pubhc property As 
m the case of the British Treasury, the Federal Treasury controls 
and supeivises the collection of the revenue In Great Britain, 
howevei, this is done through the departments which are sub- 
ordinate to the Treasuiy, viz the Boards of Inland Revenue and 
of Customs and Excise Resource operations or distributing the 
cash balances of a country between the various centres so that 
each shall at all times have sufficient funds to meet its fluctuatmg 
requirements constitute a difficult problem To move funds 

1 MoTieys on Exoheqnei Account aie paid into the Bank of England and in 
Belfast into the Bank of Iieland 

® In the Pubhc Reeoid Oflice at the end of the book of Receipt or Introitua 
of the Clerk of the Pells there is a note in peneil by a clerk after a aummary in 
Latin of the receipts foi the quarter “ a 6 die Julii ad 10 diem Octobiia 1834 ” 
— “ Diem moitis Scaoearii” 



1030 


THE SCIENCE OE PUBLIC FINANCE 


from one place to another is a costly matter In India a Paper 
Currency Reserve is distributed through the country m the 
various Tieasuries by means of cmrency chests, and these serve 
as a useful means for transferring funds The deposit of notes m 
a cmrency chest decreases the amoimt of notes in circulation, and 
the deposit of rupees m a currency chest mcreases the amount of 
com in the Paper Currency Reserve A deposit of com or notes 
m a cmrency chest thus enables the issue of notes else- 
where up to the amount of the deposit If a transfer of funds is 
necessary from Treasury X to Treasury Y, this can therefore be 
efiected without actually remittmg com or notes by transferring 
money from the Treasury balance to the currency chest at X and 
transferrmg the same amount from the currency chest to the 
Treasmy balance at Y Bills and telegraphic transfers aie also 
utilised for the transfer of funds by private mdmduals The 
number of Treasmies thus necessitates m India a “ resource ” 
problem which means the constant task of distributing a cash 
balance vaiymg by mdhons of rupees at diferent times of the 
year over three hundred mam centies m India, and between 
India and the London Branch of the Reserve Bank according 
to fluctuatmg requirements The large area and the large 
population necessitate or require a large delegation of executive 
authority which conditions these financial ariangements The 
Reserve Banlc and the Treasuries pay out moneys which are not 
State revenue or expenditme proper, especially m connection with 
the payments for crops The Treasmy Officer and the Treasurer 
open the strong-ioom of the Tieasury daily when it is made over 
mtact by the guard Each officer has his own key and sufficient 
cash and currency notes (Reserve Bank notes) aie withdrawn to 
meet the probable demands of the day They are made over to 
the Treasurer and entered m his accounts The strong-room is 
then again double-locked As a general rule the various forms 
of cmrency — cash, notes, and stamps — ^in the hands of the 
Treasurer do not exceed at one tune his security 


The Method oe Spending 

4 After the Budget has been passed by the legislatme it is 
necessary, before the expenditure is incurred, to receive the 
necessaiy authorisation for that expenditure This is the first 
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principle in the execution of the Budget, and the method of 
authorisation varies from coimtry to country accordmg to law 
and custom In Great Britam, for mstance, the procedure 
followed at the present time dates back very many centuries, 
indeed to Norman tunes Before an issue out of the Exchequer 
for supply services can take place, a Koyal Order is necessary 
This IS followed by a requisition from the Treasury to the Comp- 
troller and Auditor -General, and this m turn by a grant of credit 
by the Comptroller and Auditor-General addressed to the Banlc of 
England This procedure is completed by a Treasury order to 
the Bank of England, an order which releases the ciedit In 
regard to this procedure the Treasury is the chief authority, its 
procedure bemg regulated by the Exchequer and Audit Depart- 
ments Act of 1866 The exact financial position is detailed m 
section 15 of the Exchequer and Audit Departments Act ^ In 
the requisition for credit to the Comptroller and Auditor-General 
the Treasury uses the expression “ we authorise and require you 
to grant to the Lords Commissioners of His Majesty’s Treasury 
credits ” The Royal Order, which is signed by the King 
and countersigned by two Lords of the Treasury, authorises a 
grant to the Treasury foi supply services fi:om His Majesty’s 
Exchequer at the Bank of England or the Belfast branch of the 
Banlc of Ireland For Consohdated Fund services a Royal Order 
is not required because money for these services is not granted 
expressly to the Crown, and the Consohdated Fund charges are 
imposed permanently by statute Except for the Royal Order 
the procedure is mainly the same as m the case of supply services 
At the end of every quarter the Treasury makes out a schedule 
of the amount required for these Consohdated Fund services 
The requisitions for credit for the supply services are for lump 
sums, whereas requisitions for credit for the Consolidated Fund 
services are m detail This Royal Order can be traced back to 
the tune when the Exchequer was m Westmmstei and when the 
Kmg, under the Great Seal or the Privy Seal, directed the chief 
Justiciar and Barons of the Exchequer, or usually the Treasurer 
and Chamberlam of the Exchequer, to make issues of money from 
the Exchequer The writ began with the word “ hberate ”, 
dehver ye, and from this the writ was called the “ hberate ” 
No document m those days was regarded as an authentic expres- 
1 29 and 30 Vict c 39 8 16 
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Sion of the King’s command without the King’s seal, which after 
the abohtion of the chief Justiciarship m the middle of the 
thirteenth century was entrusted to the Chancellor, who was the 
chief secretary of all departments, and in Tudor times he was the 
equivalent of a Prime Mmister For matters directly aftectmg 
the Kmg a Privy Seal was m use, and under this seal directions 
were given to the Chancellor as to the use of the Great Seal In 
Tudoi tunes the Boyal Sign-manual was countersigned by the 
Secretary In later times it was issued under the authority of 
the sovereign expressed by a Royal Sign-manual warrant or by 
letters patent or under the authority of the Privy Seal The 
royal authority was issued through the Treasury, and in the 
Exchequer was recorded m the books of the Auditor and a second 
time in the books of the Cleik of the Pells The Treasury wairant 
and Exchequer order were returned to the Treasury for signatme, 
after which they were sent agam to the Exchequer with a Tiea- 
sury-iSBiung letter specifymg the date of the issue and the funds 
out of which the order was to be paid The necessary direction 
was written by the Auditor’s Chief Clerk upon the Exchequer 
order and addressed to the Teller, by whom it was to be paid 
This order was also entered m the Auditor’s Issue Book by the 
Clerk of the Issues The order was sent to the Clerk of the Pells 
to be recorded m his entries of issues, and finally to the Teller for 
payment All moneys were paid at the Exchequer, includmg 
salaries and pensions, issues to the services, etc The Exchequer 
books of record both of the Auditor and the Clerk of the Pells 
exist from the reign of Ehzabeth down to 1834 m an unbroken 
senes with many entries of earher dates The earliest entries 
were made upon slons of vellum made up m rolls It is not 
realised how many documents the King has to sign, and how, 
were he to lose the use of his hand, a great deal of public business 
especially connected with the Budget would soon be m confusion 
In 1811, for example, when George III had a mental breakdown, 
no money could be got out of the Exchequer because the King 
could not sign the necessary warrant, and Parhament had to 
pass a resolution authorismg and commandmg the issue of 
money In some quarters this resolution has been con- 
sidered to be of doubtful legality In 1830, when George IV 
found it difi&cult to write, an Act of Parhament had to be at 
once passed authoiismg the use of a stamp to be affixed m 
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his presence to documents which require the use of the Eoyal 
Sign-manual 

In the Treasury order to the Bank, the Bank is requested to 
transfer to the Paymaster-General a certam sum from the Ex- 
chequer account The office of the Paymaster -General is now 
but a shadow of what it once was It is an unpaid political 
appomtment and the work is done by a civd servant called the 
Assistant Paymaster-General assisted by prmcipal clerks, nme 
heads of divisions, and other clerks The Paymaster of the 
Forces, the Treasurer of the Navy, and the Treasurer of the 
Ordnance were combined in one Pajunaster-General m 1836 
Some of these offices dated back at least to the Restoration of 
1660 A separate Paymaster of Civil Services took over the 
duties previously discharged at the Exchequer, but he m turn 
was merged m the Paymaster-General m 1848 The Paymaster- 
General IS the paying agent for the different Government depart- 
ments other than the revenue departments, and the Bank of 
England, under instructions from the Treasury, transfers a certain 
sum from the Exchequer account to the Paymaster-General’s 
account and not to the account of a particular department This 
avoids a number of separate drawmg accounts for different 
departments at the Bank, and it keeps cash balances as low as 
possible and is necessary for the daily requirements of the public 
service The concentration of balances is desirable because it is 
when balances aie scattered and lying idle that defalcations 
usually take place The departments draw issue orders on the 
Paymaster-General and they transnut to him daily the list of 
drafts, which he cashes through his central account when they 
aie presented by the payees A greater part of the payments 
made by him are made through banks to whose accounts the 
necessary transfers are made at the Bank of England Cash pay- 
ments, however, aie also made up to £100 and the payments of 
pensions form an important part of the work of this office It is 
perhaps unnecessary to go mto detail regarding the seveial 
accounts which the Paymaster-General keeps at the Bank of 
England His supply account or Exchequer credit account 
receives all receipts paid from the Exchequer and he meets his 
daily expenses from the drawing and bdl accounts From his 
drawmg account cash payments and payments by cheque, by 
“ writes off ”, and by sight drafts on himself are made, while out 
VOL II 2 L 
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of the bill account are met biUs of exchange which he has accepted 
Fiom the supply account no more than is sufficient for daily needs 
IS transferred to the drawing and bill accounts In the case of 
revenue departments which have their separate accounts at the 
Bank of England, the Paymaster-General does not pay their 
salaries and expenses, as they do it themselves, as we have seen, 
from their own accounts at the Bank of England, but periodically 
the revenue departments have to adjust matters with the Ex- 
chequer by drawing from the Exchequer account at the Bank of 
England the amount of revenue used for expenses and they 
transfer the equivalent of gross revenue fiom then account at the 
Bank of England to the Exchequer account It should be noted 
that the system by which the revenue departments keep back 
sums necessary for then expenses out of revenue and do not pay 
the total receipts immediately mto the Consohdated Fund does 
not mterfere with the control of the issues by the Treasuiy oi by 
the Comptroller and Auditor-General Parhament, in grantmg 
m the Budget sums for the payment of revenue collectors from 
the Consohdated Fund, controls these departments because they 
have to make monthly a claun on the Treasury for credit in 
lespect of the amounts retamed If the Treasury refused to 
grant the credit to the revenue departments they would be 
obbged to make good the amount out of their own pockets, m 
other words without the authority of Parhament The Board m 
other words would have to make good monthly what it has 
deducted for expenses Pa3rments foi Consohdated Fund ser- 
vices, except those for the service of the National Debt (wbch 
is done by the Bank of England and the National Debt Com- 
missioners), are made by the Paymaster-General Imprests oi 
advances foi the Kmg’s Civil List are made to the Paymaster of 
the Royal Household and to the Keeper of the Privy Purse All 
departments pay over to the Paymaatei-General receipts from 
stores or any other moneys which they receive, and these are 
credited to the cash account of the Paymaster-General at the 
Bank of England No payments are made out of this cash 
account It augments the drawing and bill accounts when 
required Deposits received by 'Government departments are 
credited to this cash account The Paymaster-General makes, m 
short, disbursements on behalf of the various departments of the 
Government, and at the end of every month, more fully at the 
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end of every quarter, and still more fully at tlie end of every year 
these payments are reviewed by the Treasury and checked by the 
Comptroller and Auditor-General m order that they may agree 
with the votes of Parhament It wdl, therefore, be clear that 
the Paymaster keeps a vigilant eye on the spendmg of various 
grants accordmg to the votes of Parhament He has to make a 
check to see that the wishes of Parhament are comphed with In 
addition to this check on spendmg there are the Treasury and the 
Comptroller and Auditor-General The Paymaster-General makes 
no payments foi any service until he has been notified by the 
Treasury that the money is available and a Royal Order has 
placed funds at the disposal of the Treasury This order can 
be issued as soon as a vote has been passed m Committee of 
Supply and reported, even without the resolution m Committee of 
Ways and Means or the final statute 

The procedure m other countries is as a lule less compli- 
cated but m every well-financed administration the prmciples of 
authorisation and check are carefully mamtamed The examples 
of France, Germany, and the Umted States have already been 
referr^to 

v^Inlndia the procedure is similar The work of commumcatmg 
grants to the diabursmg and controlhng officers is taken up 
immediately after the passmg of the Budget by the legislature 
Expenditure against appropriations is watched by dividing 
grants mto primary umts of appropriations, eg the pay of 
officers, estabhshment, contmgencies, allowances and honoiaria, 
supplies and services, grants-in-aid, contributions and donations, 
works, assignments, and compensations, establishment charges 
payable to other Government departments, refunds, reserve, 
suspense and expenditure in England These appropriations 
aie sometimes tother subdivided for purposes of financial 
control Appiopriation is m foice only until the close of the 
financial year, and this requires considerable control to avoid 
extravagance and a rush of expenditure m March Before any 
expenditure can be inclined both admmistiative sanction and 
Budget provision are required Neither the one nor the other 
IS by itself sufficient Engmeermg works require m addition to 
admmistrative sanction and Budget provision what is known 
as techmcal sanction or the approval of plans and estimates 
The watchmg of the actual expenditure rests with the head of 
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the department The Accountant-General in each province 
commum cates with the Fmance Department if the late of 
expenditure proceeds at a rate which is hlcelp to exceed the 
Budget amount A review of the estimates for the current 
year takes place four times annually, once aftei three months, 
the second after six months, the thud and fouith being the 
Budget forecasts mentioned m a previous chapter Before pay- 
ment is made of Government moneys the same vigilance has 
to be exercised by an officer as he would do m respect of 
expenditure of his own private money The paying agent has to 
see that the authorised amounts have not been exceeded, that 
the documents for each claim are genuine, and that a receipt m 
due form is given. 

Accounts 

5 Heie agam a coimtry’s accounts depend on history, and the 
excellence of the English accounts is peihaps due to the fact that 
even m Norman times great care was taken with their compilation 
The Great Roll of the Pipe or Rotulus Annalis which gives the 
accounts as far back as 1132, is a stately record of Government 
accounts giving the details of the revenues and debts due to the 
Crown In addition to this are Memoranda, Plea Rolls, and the 
Rotulus Cancellaiu, the counter-roll of the Great Roll which m 
the fouith year of Edwaid I was known as the Primus Rotulus 
Soaccaru A complete record of receipts and issues, known as 
the Exchequer Books of Record, from the reign of Elnsabeth down 
to 1834, now m the Record Ofidce, is a mine of mfoimation to 
students mterested m the history of pubhc finance The Treasury 
Mmutes from the Restoration are of special mteieat ^ In the 
mneteenth century, especially from 1866, a system of accounts 
has been evolved which, m spite of unnecessary and out-of-date 
procedure connected with them, has won the admiration of most 
coimtnes m the world 

In recent years States have given considerable attention to 
the science of accountancy H'ouble-entry book-keeping and 
costing are two examples of what should be followed where 
possible The advantage of double entry la that each entry 
13 controlled by a similar entry elsewhere, and it wdl be necessary 

^ Vide 7/h Beport on Public Records, 1846, containing the report upon 
Treasury Eeoords 
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to commit two errors of the same magnitude in order to avoid 
showing the error in the accounts Costing applies particularly 
to the Pubhc Works Department — a department which has m 
most countries a reputation foi extravagance It is also essential 
to see that revenue and capital accounts are kept separate, in 
order that the two do not overlap The accounts should he 
classified in such detail as to secure umformity of accountmg, 
to render possible a comparison between figures for different 
periods and locahties, to facihtate the preparation of Budget 
estimates, and above all to ensure effective financial control, 
combined with economy, by means of a periodical review of 
leceipts and expenditure entrusted to diabursmg officers It is 
usual m most countries of importance to compile the accounts 
by stages 

In India, for example, the method of classification and com- 
pilation of pubhc accounts consists of four stages (1) the monthly 
compilation by the district treasuries and ceitam departmental 
officers, (2) the monthly compilation by the Accountants-General, 
(3) the monthly compilation for the whole of India by the Controller 
of the Currency for certain heads of account, and (4) the aimual 
compilation of a consohdated account by the Auditor-General 
for the whole of India The accounts are also in considerable 
detail in order to show the principles enunciated above Thus 
there are 13 groups under revenue, 17 under expenditure, and 
10 on each side under different heads The groups include 
[a) principal heads of revenue, {h) railways, (c) ungation, etc 
These groups are subdivided mto major heads, of which there are 
about 42 under revenue, 69 under expendituie, and 60 on each 
side under debt and remittance Major heads are subdivided 
further into mmor heads, of which there are 400 m regard 
to revenue, nearly 600 m regard to expenditure, and several 
hundreds under debt and remittance These are subdivided 
into detailed heads which run mto thousands Under the Con- 
stitution levenue and expenditure are classified mto central and 
provmcial and non-votable and votable expenditure 

The mam objects of pubhc accounts are the affordmg of 
secmity agamst the negligence of accountants and the means of 
givmg promptly and without difficulty information upon the 
several parts of receipts and expenditures of pubhc moneys It 
18 , therefore, necessary to avoid confusion and foi this purpose 
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tlie accounts sLould be cash accounts The Budget of one year 
follows another m continuous succession and there is no value to 
be obtained fiom these laborious and fine adjustments Cash 
accounts are simple and it is for this reason that most countries 
adopt this system Another principle is that when Government 
must keep tradmg accounts they should be kept as prescribed m 
the British Exchequer and Audit Departments Act of 1921, which 
enacts that “ there shall be prepared m each financial year m such 
form and by such Government departments as the Treasury may 
from tune to time direct oi approve, statements of account show- 
ing the mcome and ex^ieni-ture of any ship-bmldmg, manu- 
facturmg, tradmg, or commercial services conducted by the 
department, together with such balance-sheets and statements of 
profit and loss and particulars of costs as the Treasury may 
require ” It is also prescribed by this Act that the Comptroller 
and Auditor-General must examme aU such accounts m ordei to 
see that the programmes of expenditures have been laid before 
Parliament The question of cost accounts has been referred to 
in Chapter XXXVIII , and as theie stated should be confined only 
yto those Government accounts where commercial concerns of a 
public utdity nature are undertaken by Government Appio- 
priation accounts are useful as showmg whether the money 
granted by Parhament has been spent as Parhament directed 
Eveiy spendmg department m Great Britam lenders an appro- 
priation account Section twenty-two of the Exchequer and 
Audit Departments Act of 1866 provides that the department 
charged with the expenditure shall prepare the appropriation 
account, but by “department” is meant any pubho officer to 
whom the duty may be assigned by the Treasury The Treasury 
has entrusted this work to a special officer and the Pubhc Accounts 
Committee, and Parhament also has enforced this arrangement 


Control over Issue 

6 A reference has been made above to control, which was 
divided into admimstrative, judicial, and legislative 

Administrative control is exercised not merely by heads or 
subordinate officers but by the department of the Government 
controlhng these officers The Treasuiy or the Fmance Depart- 
ment also controls and raises objections to proposed expenditure. 
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and draws attention to facts and considerations to wEioli 
sirfidcient weigEt lias not been attached Its consent shonld be 
obtained before any expenditure involving any new principle 
13 sanctioned No expenditure m excess of the estimates should 
be mcurred without previous consultation with the Finance 
Department Any proposal mvolving an abandonment of 
revenue of which credit has been taken in the Budget, or 
mvolvmg expenditure for which no provision has been made 
in the Budget, should be submitted for the consideration of 
Government or the legislature without the previous reference 
to the Treasury or the Finance Department The watchdog of 
finance must be regarded with awe by the other departments 
of the admimstration The most effective control, however, is 
always within the department itself, as it is more mtunately 
connected with the details of essential and non-essential ex- 
penditures, especially durmg a period of depression and of severe 
economy, than the Treasury or Fmance Mmistry The Account- 
mg Officer withm the department is also able to exert considerable 
influence on the control of expenditure The Accounting Officer 
for each department is selected by the Treasury, and every pay- 
ment from the vote is made on his responsibihty He has to see 
that each payment has the authority firstly of his own depart- 
ment, secondly of the Treasury, and thirdly of Parhament He 
is bound, as everyone else m the department is, to act on mstruc- 
tions from the head of the department, but he can in certam cases 
protest agamst the order, which he nevertheless must obey If 
he IS mstructed to make a payment which he believes to be 
irregular it is his duty to call attention to the fact, and, if over- 
ruled by the head of the department, he must insist on havmg 
written mstructions and must record his opmion m writmg If 
he did not do tbs he would be considered as responsible for the 
improper payment In many cases the Accounting Officer is the 
permanent head of the department who can be overruled by no 
one except the Mimster himself In the largest departments the 
cbef financial officer is inferior to the permanent head, but has the 
advantage of knowmg the financial orgamsation of the depart- 
ment, and the permanent head would not m such cases overiule 
the Accounting Officer without referrmg the matter to the 
Munster In one oi two cases the Treasury has placed an 
officer m a large spending department with ceitam delegated 
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powers fiom the Treasury Sometimes an officer of the Treasury 
IS attached to another mimstry but is responsible to the Treasury 
alone An mstance of this sort is the case of an officer of the 
Treasury attached to the Ministry of Transport The Comp- 
troller and Accountant-General of the Post Office is an officer of 
the Post Office and not of the Treasury But the concurrence 
of the Treasury is usually taken before an appointment is made 
and the Treasury can rely on. the co-operation of this officei 
Below the Accounting Officers there are sub-accountants who 
receive advances of money or imprest from the vote in order that 
they may meet disbursements chargeable to the vote, as in the 
Navy where the officers have to meet payments The sub- 
accountant sends m an account monthly and, unlike the Account- 
mg Officer who signs the order on the Paymaster-Geneial by 
which the money is obtamed, he is m actual possession of the 
money His accounts and balances moreover are checked by 
his own department, and it is only when these are checked that 
they are passed on to the auditors foi audit The audit is con- 
ducted concurrently as fai as possible with the expenditure 
This is a practice followed m most countries so that each month’s 
accounts ar^ submitted to the auditor as soon as they are ready, 
and this avoids the delay which would occur where the accounts 
are submitted once a year The Treasury certainly has enormous 
powers of control, but the wealmess m such control is that after 
its sanction it may contmue from one generation to another when 
the necessity for it no longer contmues If the spending depait- 
ment takes the mitiative, well and good , if it does not, it goes 
on year after year Departments are often great smners m this 
respect, as they never wdl give up stafi wilhngly even aftei it is 
found the work is less heavy than was anticipated, and when 
staffs are redundant the head of the department is likely to say 
that unforeseen contmgencies make it essential to have a little 
reserve up one’s sleeve and so to avoid approachmg the Treasuiy 
fox permission for more No officials, however able, m any 
Treasury or finance department, even those connected especially 
with establishments, can have the knowledge of what is gomg on 
m different paits of a province or State, and therefore in such 
circumstances cannot really have any very effective check upon 
waste A former Chancelloi of the Exchequer said with much 
truth that “ the real contiol is exercised first withm each depart- 



THE EXECUTION OE THE BUDGET 


1041 


mcnt by its own officeis , secondly by the Treasury, and lastly m 
case of serious difierence of opinion, by the Cabinet ” 

Administrative control should be in all senses thorough, and 
the Audit Department itself should have its accounts audited by 
an outside agency In the case of the Exchequer and Audit 
Department m Great Britain, for example, the accounts are 
audited by a Treasmy oificial who receives the accounts of the 
department monthly Similarly the Paymaster-General’s dis- 
bursements are reviewed by the Treasury and checked by the 
Comptroller and Auditor-General 

The Treasury m its Mmute of April 1868 has defined the 
sphere of Treasury sanction m directmg the Comptroller and 
Auditoi- General to brmg to the notice of the Treasury any excess 
of charge beyond the amount assigned to each subhead It 
further msists that Treasury sanction must be given “ for any 
increase of estabhshment, of salary, or of cost of a service, or for 
any additional works or new services, which have not been 
specially provided foi m the grants of Parhament ” The Comp- 
troller and Auditor-General must report any unauthorised 
expenditure It remams with the Tieasury to obtam Parlia- 
mentary authority m the supplementary estimate or otherwise 
for any expenditure connected with the financial programme of 
the Government durmg the year The poweis rest with depart- 
ments to reappiopriate witW limits, and the Treasury or the 
controUmg financial department itself may have larger powers 
But it IS customary to report important reappropriations for 
subsequent sanction of the legislature, a sanction for reappio- 
priations which the departments cannot under the rules grant 
It must always be remembered that the control of the Treasury 
IS of two lands In the first place it has to see that the financial 
policy of the Government is carried out In the second place it 
IS responsible for ensurmg that Parhamentary authority is com- 
pletely complied with It is not always possible to control every 
item of expenditure from the Exchequer because grants paid over 
m the form of grants-m-aid or payments to local taxation accounts 
cannot be controlled by the Treasury once they are paid 

Judicial control is exercised chiefly m France It was 
founded by Napoleon m 1807, and “ it is ”, as one writer pomts 
out, “ a veritable court of justice, which has for its object to 
verify the actions of the accountants, to discharge them from 
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their responsibility in case then management is legular and 
correct, or to place to their charge any balances they may be 
owmg through fraud, imprudence, or infraction of rules , in 
such cases the Court of Accounts pronounces judgment ” ^ 
It does not encroach on the admimstration For example, 
accountants make payments on orders received from superior 
authority The Court of Accounts does not dispute these pay- 
ments The Coui des Gomptes is not a branch of the administra- 
tion, but an independent judicial body , it bases its criticisms 
on documentary evidence only It works on closed accounts, 
and exercises no preventive control, and it bases an opimon on 
the action of Mimsters only after examining the individual 
accounts of accountable officeis Its judicial powers were con- 
ferred by Napoleon I on its cieation m 1807, and its reports to 
the legislature on the appropriations as set out in the Budget law 
have been called for since 1831 It may be said that it combines 
the two mam functions of the Comptroller and Auditor-Geneial 
m the Enghsh system although it differs from it m that it is a 
judicial body 

Legislative control is that exercised by the legislature usually 
through committees, as m the Committee of Pubho Accounts 
of the British House of Commons appointed annually smce 
1861, at the begiimmg of its session for the examination of 
accounts The number of members of the Committee is usually 
15 The Committee exaimnes the preliminary grant for each 
financial year, mcludmg supplementary grants, with a view to 
seeing whether the grants Parhament passed have been properly 
apphed It also scrutmises any excess overgrants or bad spending 
on the part of the Executive Its researches are pubhshed and 
are an effective means by which the House of Commons controls 
Government expenditure The findmgs ot the Pubhc Accounts 
Committee are based on the Audit and Appropriation Reports 
submitted by the Comptroller and Auditor-General In Section I 
of the British Exchequer and Audit Departments Act, 1921, it 
IS provided that the Comptroller and Auditor-General shajl 
report to the House of Commons any important change in the 
extent or character of any examination made by him This 
includes revenue and stores accounts m addition to accounts of 

^ IFisk, French Pubhc Finance, p 224 (Bankers’ Trust Company, New 
York, 1922) 
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expenditure, which alone used to be scrutinised previously A 
day IS sometimes allowed m the House of Commons for a 
discussion of the Report of the Public Accounts Committee, and 
m this way the House of Commons satisfies itself that its 
appropriations are properly utihsed The presence of the Auditor- 
General and of a Treasury official at the meetmgs of the Pubho 
Accounts Committee of the House of Commons raises a principle 
which IS of importance m regard to legislative control, namely 
that the presence of permanent officials is necessary if the work 
of such a Committee is to be carried out successfully It is the 
Auditor-General who brmgs to notice most of the delmquencies 
of the year and starts the huntmg of the hare, and the advice of 
a Treasury official is, as expeiience has shown, of very great value 
When the Committee has decided any matter it remams for the 
Treasury to follow it up, and rarely if ever does the Treasury 
disagree with the Committee, and so the House will certainly 
support whatever action is taken Indeed as one writer expresses 
it “ where the Committee has roared as mildly as a suckmg dove, 
the Treasury roars like a Libyan bon ” ^ It has, sometimes, been 
suggested that the Legislature should have a permanent officer 
and staff to go about and mquire mto the staffing and workmg 
of departments m order that waste and extravagance throughout 
may be checked The functions of the Comptroller and Auditor- 
General m Great Britam are restricted to matters arismg out of 
accounts and he cannot undertake a campaign of retrenchment 
in any office It has sometimes been suggested that the legis- 
lature requires an official who would discover whether there is a 
lack of co-ordmation in the public service, waste, and extrava- 
gance and to report this to the House of Commons m order that 
it may have a better control over expenditure The objections 
usually put forward to this are that it would weaken mmisterial 
responsibihty and interfere with Treasury control On the other 
hand, Mmisters of spendmg departments require the greatest 
possible control and the Treasury has never, as we have seen, 
been enabled to exercise an adequate check on, for example, the 
demands of the fightmg services Committees on national 
expenditure which are appomted ad hoc m tunes of depression 
or m a crisis, such as the Geddes and May Committees, 

1 B Hilton Young and N E Young, The System of National Finance, 2nd 
edition, p IJl 
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invariably bring to bgbt extravagance and tbe existence 
of stafi foi the work which has outgrown its usefulness 
The necessity, therefore, of some such control by the legislature 
m many countries requires the most careful consideration m order 
to avoid the incredible waste that sometimes occuis in Govern- 
ment services as in ]oint-stock busmesses There is m the legis- 
lature of France a Commission foi the verification of the accounts 
submitted by the Ministers It is composed of members chosen 
from the Senate, the Chamber of Deputies and the Court of 
Accounts The Commission exanunes the accounts of the 
executive officials who authorise expenditure, the Ministers’ 
annual accounts, and the work already completed by the Court 
of Accounts, a ]udicial body Its control over expenditure 
IS undoubtedly far-reachmg In India legislative control is 
exorcised through the Committee on Public Accounts appointed 
by rules made under the Government of India Act, 1935 It 
IS customary in all provmces and in the Central Legislature for 
a Fmance Committee ^ to examine expenditure before it is sub- 
mitted to the legislature, but this is not to be confused with the 
Public Accounts Committee The duty of the Public Accounts 
Committees is to see that the money voted by the legislature has 
been spent withm the scope of the demand, and that every re- 
appropiiation from one grant to another or withm the same 
grant, and all expenditure which the Finance Committee requests 
to be brought to the notice of the legislature, are duly brought 
forward The Committee also summons and exanunes officeis 
responsible for the appiopiiations m question The Auditor- 
General submits two reports, (1) the audit report, and (2) the 
appropriation report The fiist deals with the audit and the 
second with appropriation In March of the succeedmg financial 
year the Auditor-General submits an annual appropriation 
report, which forms the basis of the discussion of the Committee 
on Public Accounts The Committee on Pubbc Accoimts sub- 
mits the report to the legislature, which can make recommenda- 
tions The Executive ordmarily gives effect to these after due 
consideration Experience has shown that the most common 
irregularities are the withdrawal of money before the completion 

^ The Finance Committee has no statntoiy basis It originated in pursuance 
of the recommendation made m paragraphs 235 and 286 of the Montagu Cholms 
ford Report (Cd 9109, 1918) 
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of works or in advance of requirements, a rush, of expenditure 
m Maroli to avoid lapse of grants, the postponement of inevitable 
payment, unusual expenditure, losses resulting from disregarding 
rides, double payments, or the mampulation of accounts with 
fraudulent mtent and embezzlement 


Audit op Accounts 

7 The word “ audit ” mdicates the long historical associations 
which lie behmd it When an examination of the accounts was 
held at the Exchequer it oiigmally consisted of “ hearing ” of 
explanations from the mdmdual person or persons rendering the 
accounts The barons of the Exchequei compelled those who 
received moneys from the pubbc to pay into the Exchequer the 
proceeds and to fuimsh accounts Those who received advances 
(or imprests) out of the Exchequer had to render accounts The 
accounts were audited by persons specially appomted for that 
purpose, by the Kmg or the Treasurer and barons of the Exchequer 
In due comse these auditors became permanent officials at the 
Treasury for this purpose, and these were called Auditors Com- 
potorum Scaocaru With the decline and fall of the sheriffs m 
financial matters we see the collection of revenue and the audit 
of the accounts entrusted to other hands This declme went on 
contmuously for centuries In 1226 the fifteenths, like other 
fifteenths and thutieths granted by Parhament, were collected 
by special justices and no longer accounted for by the sheriffs or 
recorded m the Great Koll of the Pipe The accounts of the 
fifteenths were then audited by the Bishop of Carlisle, Michael 
Belet, and Wilham de Castelhs In the reign of Edward II audit 
seems to have been well established, as the post of auditor of the 
Exchequer was m existence m 1314, and in 1310 and 1311 the 
proceeds of all taxes, mcludmg customs, were to be brought into 
the Exchequer, and this shows that the Court of Exchequer had 
already become a Court of Audit In the reigns of Edward III 
and Eichard II there were constant complaints of the absence of 
auditmg the national accounts, and audit was mixed up with the 
baromal struggle to take out of the King’s hand the power of 
spendmg public money Paihament was desuous to determme 
the way in which the grant should be apphed and to secure the 
efficient audit of accounts by the appomtment of responsible 
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Tieasurers for eacli subsidy In 1340 an audit was lequired by 
a Committee of Lords and Commons in regard to the receipts of 
William de la Pole, and m 1341 they demanded that certain 
persons should be appomted by commission to audit the accounts 
of those who received the subsidy of wool and other aids granted 
to the kmg, and also those who received and spent on both sides 
of the sea public moneys smce the begmmng of the war In 
1376 and 1377 audit was again demanded m order that the money 
might be apphed entirely to the expenses of thp wai and m no 
other way In 1379 the kmg ordered the accounts of the subsidy 
to be presented by the Treasurers and m 1381 the whole procedure 
of the Exchequer seems to have been reformed smce from this 
period onwards accounts were rendered foi both receipts and 
issues In the tune of the Tudors we find auditors of the Imprests 
who date from the second year of Queen Elizabeth Two 
auditors, mdependent of each other with separate offices and 
clerks, were appomted by letters ^latent and held then offices 
during good behaviour A general imprest roll was furnished 
every half year by the auditors to the Exchequer When these 
auditors’ accounts were submitted to the Treasiuy both copies 
weie signed by the Chancellor of the Exchequer and other 
officers of the Exchequer One copy, the “ declared account ”, 
was preserved at the Exchequer and the other, called “ the 
account ”, written on parchment, was taken to the office of the 
Kmg’s Remembrancer and the Lord Treasurer’s Remembiancei 
and then to the Pipe Office, where it remamed and from whence 
the accountant got his acqmttance Auditors of the land 
revenue were appomted as early as 1611 In the tune of the 
Stuarts the prmciple of appropriation that “ supplies granted by 
Parliament were only to be expended for particular objects 
specified by itself ” was disputed, but from the reign of Wdham 
III and Mary it was carried mto full effect, smce a clause m the 
Appropriation Act prohibits under severe penalties the issue of 
any money except m the way specifically appropriated by the 
House of Commons This gave the House of Commons a control 
over the Executive and marks the transfer from the Crown to 
Parhament of the power over the purse Smce this tune onwards 
the mggardhness of Parhament to sovereigns was a thing of the 
past and Europe saw English Parliaments profuse m then grants 
In 1780, as we have seen, the Commissioners of Public 
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Accounts were appointed and they found that the audit was for 
many years m arrears In 1785 the two auditois of Imprests 
were abohshed and m 1799 the powers of the Board of Audit 
which took their places were extended and the auditors of land 
revenue were abohshed Further changes were made m 1806 
when by Act of Parhament^ the system of audit of pubhc 
accounts was established, a system which contmued up to the 
year 1866 when the Board of Audit was abolished and its powers 
transferred to the Comptroller and Auditor-General ^ 

An adequate audit, however, may be said to have been m force 
m the early mneteenth century so far as the Government was con- 
cerned The accounts of those persons who received and paid 
moneys were audited , but from the pomt of view of the Ministers 
ultimately responsible, it was an audit on behalf of the Govern- 
ment It had nothmg to do with the responsibihties of Ministers 
to Parliament In 1832, therefore, the first appropriation audit 
was mtroduced and at first apphed only to Navy votes The 
auditors had to asceitam that receipts and payments recorded 
in the accounts conformed to the facts and to proper official 
authority In addition to this there was the novelty of appro- 
priation audit that they had to asceitam that all the payments 
were m accordance with Parhamentary votes and that the totals, 
therefore, of those votes were m no case exceeded In 1846 the 
appropriation audit was apphed to the Army and Ordnance votes, 
and m 1866 it was applied to Civil votes, and thus the security 
for appropriations in accordance with votes of Parhament was 
achieved These facts have been given m older to illustrate the 
prmciple that auditmg public accounts is a very old one, and it is 
only withm the last century that Governments have reahsed the 
vital necessity of a careful and complete audit of aU accounts 
both from the pomt of view of admimstration and of appropria- 
tion It has been realised that audit must be placed m a position 
of mdependence and several countries have mcorporated this, as 
we have seen, mto their Constitutions, as m the Government of 

1 46 Geo 3, o 141 

* l?or a history of the audit of public accoimts see 22nd Report of the 
Finance Comimt'tee, 1797 , the 6th Report of the Committee of 1810 (No 371 
of 1810) , the 10th Report of the Committee of 1811 (No 253 of 1811) , the 
papers relating to the Audit and Naval and Mditary Accounts (No 160 of 
1866) , the Evidence and Papeis appended to the Reports of the Committee 
on Public Monies in 1866 and 1867 , and the annual Reports of the Pubhc 
Accounts Committee, especially of 1868 and subsequent yeais 
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India Act 1935,^ or by act of the legislature, as in the American 
Budget and Accounting Act of 1921, where the Comptiollei- 
General and the Assistant Comptrollci -General aie, like the 
British Comptroller and Auditor-General, given great sccuiity 
of appointment and mdependence 

The Auditor-General’s functions aie generally to watch, 
mquire, and to leport lie is to mvestigate independently 
accounts and to extract from them the complete truth He sees 
that appropriations are made precisely m accordance with the 
votes m the House of Commons, and has as a rule a large body of 
officials worlong under him m various offices and m various 
centres checkmg Army, Navy, Air Foice, and other accounts 
daily, monthly, quarterly, and yearly It is impossible to cover 
the whole field, as this would require an enormous staff A test 
audit, therefore, of only a period or portion of the accounts, is 
undertaken The British Act of 1921 makes it possible for the 
Auditor-General to dispense with a complete audit Appropiia- 
tion audit sees that the money is spent in accordance with the 
Appropiiation Act or Acts — ^m other words, m accordance with 
the vote of the legislature Admimstrative audit bungs to hght 
cases of fraud as well as of wasteful expenditure, and this form of 
audit, although important, has its limitations, as the Auditor- 
General cannot have the intimate knowledge of the worlang of a 
depaitment specially a techmcal department with which, for 
example, the War Office and Admiralty are concerned iTlie 
object of audit is the detection of fraud, the detection of technical 
errors (e g the failure to sign a statement in the proper form) 
and also errors of prmciple {eg the incurring of expenditure 
without proper sanction and adequate appropriation, and the 
brmgmg of these prommently before (1) the executive and (2) the 
legislature, the twm guardians of financial propriety) Of these 
the detection of fraud and errors of principle are the most impor- 
tant The spirit of audit and its mterpretation should be liberal 
The mterests of the taxpayer should be protected, revenue in- 
creased, expenditure economised, and disbursmg officers assisted 
This IS more useful than showmg every tr ifling infringement of 
rules and regulations, which often results m unnecessarily pro- 
tracted correspondence If two lules are conflictmg the more 
fundamental of them should be followed The ideal auditor 
1 Government of India Aot 1936 (26 & 26 Geo V ) saotions 166 to 171 
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should, m fact, be one who asks every question that may be 
expected from an intelbgent taxpayer bent on gettmg tbe best 
value for his money In many countiies there is m addition to 
audit of expenditure a careful nudit of receipts The business of 
auditmg revenue receipts is especially difficult, as it is not always 
clear whether the records show all the receipts or whether all 
proper claims are bemg enforced hy the department concerned 
The Auditor-General arianges for this class of audit only in cases 
m which it is so required by the Government of India The Civil 
Audit officers perform this duty m a small number of cases only 
The audit of railway earnmgs, however, is an exception to this 
rule It 13 essential to remember that a great deal depends on the 
initial exammation of vouchers, and of receipts for expenditure 
On this depends the utffity of further checks and re-checks It 
is important for every audit officer to see that m auditmg accounts 
there are (1) sanction by the competent administrative authority, 
and (2) appropriation of necessary funds granted by the legislature 
In the audit of stores it is advisable to see that the accounts of 
receipts of stores and of issues and balances are correctly mam- 
tamed, and that steps are taken to dispose of unserviceable and, 
surplus stores The rates paid for stores should agree with those 
mentioned m the contract or agreement entered into with sellers, 
and there should be proper sanction for their purchase In public 
worlis audit muster rolls or the hst of labourers of those employed 
daily on works have also to be carefully scrutmised to prevent 
fraud, which sometimes occurs in the most surprismg of ways In 
audit there is not infrequently the danger of the machme becommg 
master of the man, not the man the master of the machme This 
should sedulously be avoided, and dilatoriness must never be 
regarded as an equal virtue with despatch If audit is dilatory 
it loses much of its effectiveness and it must be conducted with 
common sense and responsibihty A Treasury official teUs how 
he went to Egypt with Lord Kitchener to improve the financial 
admmistration of the country and he found the audit office was 
not discovermg enois m the pubhc accounts He went and sat 
down by the first official m the Eg3rptian audit office that he met 
and saw that he was auditmg the accounts of the piison depart- 
ment for one month for some yeais previously He had a hst 
near hun of the number of items which were to be exarmned and 
opposite these was the name of the person who received the pay- 
voL n 2 m 
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ment Tlieie was a Ltmdle of receipts and voucliers showing how 
the amount was made up and how it was paid He mformed this 
Treasury official that he took only 26 per cent of the items and 
only special mimbers, namely 1, 6, 9, 13, and so on He was 
asked whether he varied them from day to day and from month 
to month, and the reply was “ No, we never vary them It is a 
rule of the Service always to take those items ” No wonder that 
irregularities could not be discovered when this method was 
Imown throughout Egypt and also when only 26 pei cent was to 
be exammed, the remainmg 75 per cent escaping audit altogether 
As the writer said, “ There you had the Audit Office, with its 
officials gomg round Iffie squirrels m a wheel, producmg nothmg 
of value, but rathei creatmg a false sense of security in the minds 
of those who were relymg upon it, with nobody aware why it was 
a costly sham until somebody was able to get down to rock bottom 
and look at what was going on, and see the facts and figures ” ^ 
Fmancial admmiatration which has been built up after centuries 
of scientific elaboration is a machine worked by perhaps the most 
upright and highly speciahsed engmeers in the world There is 
sometimes a danger of the many wheels m the machme retarding 
each other’s progress so many written rules to be observed that 
the spirit IS sacrificed to the letter Fmancial admmistration 
must needs be cautious and reasoned, but there is no ground why 
it should not be also film and prompt 

1 Henry Higga, Financial Reform, MacmUlan & Co , London, 1924, p 40 
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THE CENTRAL BANK 

In the previous chapters we have seen how important a part is 
played by the pivotal bank of the country in jSnancial adnumstra- 
tion The management of the pubhc debt, the daily collection of 
revenue, and the paymg of government obligations necessitate an 
enormous amount of work The Bank of England with its 
branches m eight cities, and the Bank of France with about 660 
branches, perform many services foi the government In 1934^35 
a oham of British Empire central banks has been formed, and this 
co-ordination of Empire monetary policy and technique may 
have important results Cential banks have been cieated m 
New Zealand, Canada, and Australia, and recently the Common- 
wealth Banli: of Australia has been transfoimed into a central 
bank The South African Eeserve Bank, the doyen of the 
Empire cential banks, was founded m 1920 In China, too, the 
Goveinment-owned central bank has been reorganised as a central 
reserve bank to maintain the stabihty of Chmese currency The 
vastness of the work done by the Bank of England may be gauged 
from the fact that its staff apart from the pimtmg factory, which 
before the War was approximately 1000, was m 1930 about 3800 
The work connected with the collection of government revenue 
and with payments from the Exchequer account is heavy There 
aie on the books of the Bank upwards of three milhon separate 
stock accounts quite apart from the very large holdmgs of bearei 
securities In connexion with the debt and other stocks it is 
probable that there are during the year between nme hundred 
thousand and one milhon transfers, approximately five million 
dividend warrants, and probably over five milhon coupons The 
amount of notes that are issued m the course of the year is about 
660 millions The whole of these warrants, coupons, notes, etc , 
1061 
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are printed m tFe Bank’s own factory The Bank of England in the 
first place is m charge of the National Debt Adam Smith, wiitmg 
over one hundred and sixty years ago, said that the Bank acts not 
only as a bank but as “a great engme of state” It not only imder- 
takes the issue of all Governmental loans, mcludmg Government 
guaranteed loans, manages the stocks, and pays the dividends, 
but it also conducts drawings, transfers, registers, and performs 
all the ordmary work which a Eegistrai would perform The 
Bank is also the custodian of the Government balances It is 
the Government banker m another sense It provides over- 
drafts Imown as the Ways and Means Advances, which, however, 
are never of any large amount, except for a short time on the 
first of June and first of December when large war loan payments 
are made The Bank again acts as a Government agent m the 
weekly sale of Treasury bills, but always m the presence of a 
representative of the Treasury who determines the amount to be 
sold, but the Bank’s advice is always freely at his disposal The 
inner cabmet of the Bank of England is known as the Committee 
of Treasury — a sigmficant name — and it consists of mne members 
The Governor and the Deputy-Governor are ex officio members, 
but the remamder are elected by secret ballot from the twenty- 
four directors, and are m close touch with financial aflaus fiom 
the City, the Treasury, and the world financial point of view 
The Court of Directors itself meets weekly 

The twelve federal reserve banks m the Umted States with 
their twenty-five branches and supervised by the Board of 
Governors of the Federal Reserve System^ with extensive 
powers of control over policy, expenditures, and personnel, 
perform many services on behalf of the Government They 

^ Vide section 203 of the Banking Act of 1935 — Public No 305, 74th Con 
gress H R 7617, “An Act to provide for the sound, effective, and unmteiiupted 
operation of the hanking system, and for other purposes ” Under the Act the 
Governing Board is given gi eater authority, and there has been a concentration 
of responsibility for national credit policy Open market operations are undei 
a Committee consisting of the Boaid of Governors and five representatives of 
the Federal Reserve Banka The Board of Governors, however, has authority 
over the other major mstiuments of credit control, namely, changes in discount 
fates, in Member banks’ reserve reqiurements, and m margins to be presoiibed 
for loans on securities The Law of 1935, in short, preserves the local autonomy 
of the original banks m their relations and dealings with the Member banks in 
their respective distiicts, but places the ultimate lesponeibifity and the mam 
burden for the national credit pohey upon the Board of Governors m Washing 
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OH XLl 

aie tte receiving and disbursing agents and have replaced 
the sub-tieasury system For a long time durmg the last 
century the Umted States preferred the mdependent treasury 
system rathei than deposit their funds m banks Durmg the 
Civil War the Government was obliged to re-estabbsh its bankmg 
connezions and, while mamtainmg the sub -treasury system, 
deposited funds m the national banks Under the Federal 
Reserve Bank Act of 1913 provision was made for transferrmg 
the fiscal functions of the sub-treasmies to the federal reserve 
banks, the sub-treasuries bemg abolished with effect from 1st 
July 1921 But as early as 1916 Government funds were placed 
with the reserve banlfs, and later, arrangements were made that 
the coUectois of customs and collectors of mternal revenues m the 
twelve federal reserve bank cities should deposit all their fimds 
with these banks The banks were also paymg a laige proportion 
of Government cheques and warrants The work of the federal 
reserve banks as the Government banker is well summed up m 
the Report of the Secietary of the Treasury of 1918 when he said 
that “ The federal leseive system has been of incalculable value 
during this peiiod of war financing on the most extensive scale 
ever undertaken by any nation m the history of the world It 
would have been impossible to carry through these unprecedented 
financial operations imder our old bankmg system Great credit 
IS due to the federal reserve banlcs for their broad grasp of the 
situation and their mteUigent, comprehensive co-operation ” 
Kemmerer, commentmg on this, adds that “ One shudders when 
he thinks what might have happened if the wai had found us with 
our former decentralised and antiquated bankmg system T hink 
of pourmg the crisis of 1914-18 into bottles that broke with the 
crisis of 1907 ' ” ^ 

The federal reserve banks now act as the Government banker, 
and aie peiforimng the same functions as other central banks 
They do the woik coimectcd with the pubhc debt, the collection 
and disbursement of pubhc revenue, and all similar duties except 
those which contmue m the hands of the department of the 
Treasury at Washmgton mamly for reasons of historical sentiment 
Even with difierences of adramistration the federal reserve system 
does not woik very diffeiently from that of the Bank of England 

1 Kemmoior, Tlie A B 0 of the Federal Reterve System (Princeton, 1929), 
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TLere is an essential similarity in the problem and m tie methods 
of central bankmg management in both cases There is, how- 
ever, a great contrast between the New York money market and 
the London money market The mam demand for credit m New 
York from 1922 up to the end of the trade boom m 1929 was for 
financmg the puichase of securities This growth m credit could 
not have taken place m London, because the ]omt stock banks 
wisely preserve m their balance-sheets certam ratios among the 
different types of mvestments and assets which they hold In 
the New York money market surplus funds flow to the stock- 
broker, while in London they flow to the bill broker In New 
York there is no discount market which can handle the large 
volume of commercial and Treasury bills winch is handled m the 
London money market In the Umted States, bankers’ bills are 
earned for the most part by the federal reserve banks or with 
foreign money In London, issumg houses face mainly outward 
and abroad while m America similar houses face towards the 
mterioi There is no active discount market such as obtains m 
London, so that the relation between the biU market and the 
central bank is different In New York the member banks 
borrow^ directly from the reserve banks instead of calhng money 
fiom the market and so foremg the market into the central bank 
as is the case m London The New York market is unable to 
perform its function as an mternational money market with the 
steadiness and regularity of the London market largely because 
credit demands, dommated by the domestic trade of the country 
and the stream of investment which might otherwise flow abroad, 
are dammed up from tune to time On the whole the London 
money market can be more easdy controlled than any other 
money market m the world Other central banks m the various 
countries of the world perform si mi lar functions as Government 
banker 

It IS characteristic of a central bank to be mdependent of the 
Government but to be m close touch with it The Board of 
Governors m Washmgton and the twelve reserve banks which 
are under its direction are m close contact with the Government 
The Eeserve Banlr of India, for example, is m close touch with 
the finance department of the Government of India, and the 
Governor of the Bank keeps m closest touch with the Fmance 
hluuster m Delhi The closeness and cordiahty of this connexion 
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between a central bank and the Government are well summed up 
in the words of the Deputy-Governor of the Bank of England 
before the Macmillan Committee on Emance and Industry ‘ ‘ The 
Bank of England rs m darly touch wrth the Treasury, sometimes 
many times a day Probably twice m the week — ^if ciicumstances 
reqmre it may be oftener — ^the Governor himself will pay a visit 
to the Treasury, sometimes accompamed by myseh AVhen he 
13 away, I pay such visits m his place We have no secrets from 
them, we keep them fully acquainted as to the general trend of 
affaus m the City and the outlook, as we see it We, on our part, 
never venture to mterfere on any question that can be considered 
a pohtical question, unless we are asked to express an opmion as 
to what the financial effect of a certam political operation may 
be If we are asked, we give our advice, but we never seek to 
mterfere in pohtics The Treasury, on the other hand, are good 
enough to reciprocate , that is to say, that, whilst we keep them 
fully informed as to the general trend of aflairs m the City, as 
to any occurrences of importance affecting the position of finance 
and credit, they do not seek to dictate any alternative Ime of 
financial pobcy if we, m our judgment, consider a particular hue 
of policy essential for the protection of the country’s mam 
reserves Apart from these visits that I have spoken of, it is 
the practice for the Governor to visit the Chancellor of the 
Exchequer at fairly frequent mtervals, and to keep him also 
fully informed And I suppose I need hardly say that the colour 
of the Government of the moment has absolutely no infirience 
whatever on the nature of these relations ” He concluded by 
saymg that “ The Bank acts, of course, as the financial adviser 
of the Chancellor of the Exchequer It does not seek to impose 
unsought advice, but, as I have already explamed, its advice is 
always freely and fuUy at his disposal and, at the same time, it 
IS able to act on occasions as a mouthpiece of the Chancellor to 
the City ” 1 

A central bank is a pubhc trust and not a department of 
State It IS for this reason that there should be no State mter- 
ference with the oidmary workmg of the bank If a Government 
had a controUmg influence there are many ways by which the 
powerful interests m a country may try to enforce their wishes 

1 Mmutos of Evidence taken before the Committee on Emanre and Industry, 
1931, vol 1 Q 431, pp 312 
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We Lave in the Bank of France between 1923 and 1926 the 
influence of eictraneous forces on banking pohcy Between 1923 
and 1925 the Bank exceeded the legal limit of the note issue In 
1925 the volume of notes was 43 milhards although the maximum 
fixed by law in 1920 was 41 mdhards The balance-sheets 
actually hid this fact owmg to Government compulsion, and the 
mcreased borrowmgs from the Bank mtensified without any 
shadow of doubt the depreciation of the franc, and it was one of 
the causes leadmg up to the financial crisis of 1926 Excessive 
governmental influence must be sedulously avoided smce other- 
wise reserve banlc questions may at any moment become first- 
class political issues, and when pohtics come m at the door 
cential banking is apt'to fly out at the wmdow Governments, 
foi example, must repay any advance withm a fixed period, 
usually three months Other central banlcs such as those of 
Germany, Czechoslovakia, Gieece, and Bulgaria are li m ited not 
only in regard to tune but also m the amount that can be lent 
to Government The Bank of International Settlements, as 
described below, is similarly under its statutes prohibited from 
malong advances to governments or openmg current accounts 
m the name of governments Therefore, aU thmgs considered, 
a central bank must be mdependent One method of aohievmg 
this IS that the capital m the very large majority of cases should 
be ovraed by shareholders and not by the State Of thiity-t,wo 
central banks no less than twenty-foui are shareholders’ banks, 
the capital bemg subscribed by private shaieholders This 
preserves the prmciple of freedom from Government control 
In one or tivo mstances, as m Australia, New Zealand, Russia, 
Sweden, Finland, Latvia, and Bulgaria, the banks are State- 
ovTied, and m the banks of Czechoslovakia and Colombia 
the Governments have subscribed part of its capital, but m 
the case of Colombia it has no votmg power Of the State 
central banks the Commonwealth Bank of Austraha was, how- 
ever, not a true central bank as it was still m competition with 
other banks m Australia and it had not either their support or 
goodwill It was not a true bankers’ bank, nor had it the 
control of currency to the degree that most other central banks 
possess At first the Banlr had no capital, but it had an 
understandmg with the Government that the Government 
balances v ould not fall below a minimum, and this was m reahty 
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the capital of the Bank ^ It has now completed its tiansition 
from a commercial to a central bank The state Bank of Russia 
IS part of a Government department, the Muustry of Fmance, 
subject to the direct authority of the Commissary of Fmance, who 
determmes the Bank’s pohcy and fixes its rates of interest and 
commission A bank such as this could hardly exist outside the 
Soviet Republic The capital of the Rikabank of Sweden is oivned 
by the Riksdag The Bank, however, is not under an Executive 
Department of the Government but is responsible to the Riksdag, 
its Parhamentary Committee on Bankmg, and its Auditors S\v eden 
IS a small umted country with a high degree of education, and, 
owmg to the innate gemus of its people, the Riksdag has never 
used its powers When a central bank works w ith a State capital 
it loses its mdependence, and the Governor of the Bank of 
England, m his evidence befoie the Royal Commission on Indian 
Currency and Finance, stated only a principle which is of almost 
umversal application when he said that “ We have the experience 
in Europe that in the case of the banks in which the Government 
held considerable measure of control, or there has been a limitation 
on the freedom of the Bank, it has not resulted to the advantage 
ot,the commumty ” ^ 

Even m countries where the capital of the bank is held by 
the State, steps have had to be taken in certain circumstances to 
render its admimstration mdependent of pohtical mfluences and 
of the government There is still a tendency m some quarters to 
the view that all banks should be nationabsed, forgetting that were 
busmess to follow the example of banks the best man would tend 

^ Cf the New Zealand Reseire Bank Amondmout Act, 1930, under vhich 
the ytute puiohnsed the private share capital and the directors were to be 
appointed bj the Governor General in Council The general functions of the 
Reserve Bank were restated as “to give effect, as far as may he, to the 
monetary policy of the Government as communicated from time to time by 
the Minister of Rinanoe ” The Minister of Finance stated m the House of 
Representatives that the Governor of the Reserve Bank was not in agreement 
in general with the principles of the BiU, but after making his protest against 
the principle had helped to put the Bill into words that would make it work 
able It was passed by the House of Representatives on April 6 and hj the 
Legislative Council on April 8 In the return made up on April 13 
the shaie capital was omitted and the general reserve fund was given at 
£1,600,000 in place of £500,000 paid up capital and £1,000,000 as resene, 
hitherto shown This is a movement in a direction opposite to that of Aus 
traha The aim of the Commonwealth of Australia has been to put currency 
pohcy outside tlie vagaries of party pohtios 

^ Mmutes of Evidence taken in London before the Royal Commieaion on 
Indian Currency and Finance, 1926, vol v , Q 14,606, p 235 
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to get to tlie top The evils of the old private business have 
largely been ehminated m banking Banks are in reahty already 
nationahsed, and do not exist for high dividends but m the pubhc 
interest A State system of banking woidd brmg with it the 
dangers inherent m any monopoly, especially a monopoly con- 
trolled by the Government of the day Banks have to deal with 
clients who may be old customers, and they are m a position to 
know then customers m a way that a State monopolist or a 
Munster sittmg at the headquarters of a Government and reahsmg 
that a general election is immment would not be able to Imow or 
to assist Sometimes, for instance, a wave of speculation takes 
place in stocks and shares and a central bank has to check such a 
movement carried on with borrowed money m order to avoid a 
crash But where bankmg is a State monopoly and where a 
Government is contemplating some new issues or a conversion 
scheme, such action might not be taken by a Government banic 
There are very great dangers m the nationahsation of a central 
bank^ Although m most cases the Government has certam 
powers in regard to the appomtment of the Governor and other 
directors * of the banlc, this m no way gives the Government 

^ What has been said above regarding a State controlled central bank 
applies vnth even greater force to commercial banks The dangers of State 
controlled banking are considerable A banking monopoly could not be ex- 
pected to show the responsiveness to mdividual needs which is so essential to 
good banking While no advantage is to be aeouxed by the nationalisation of 
the banking system, this does not mean that the banlung organisation of any 
country is mcapable of improvement Banks are the servants of trade and 
industry and must adapt themselves to the needs of their masters It goes 
almost without saying that trade borrowers are likely to be better and moie 
economically served by a few highly competitive institutions than by a vast 
nationalised commercial bank 

“ Under the Federal Reserve Act, for example, three out of mne ckreotors 
in each federal reserve bank are appointed by the Government, and the 
Board of Govornois, all of whom are appointed by the Government, have the 
power, as stated in the text, to veto and reduce salaries and appomtments 
in the sev eral banks In the Reserve Bank of India the Governor, two Deputy 
Governors, four directors, and one Government official are appointed to the 
Board by Government, wlule eight directors are elected on behalf of the share 
holders The Bank of England as a central bank dates from 1844 The Charter 
leaves the Bank a very free hand, and a Supplemental Charter granted m 1892 
deals only with matters of internal routme The Charters define how often the 
C!ourt of Directors is to sit, the appomtmont of Committees, how the cash is to 
be held, and similar matters The Governor, the Deputy Governor, and the 
twenty four directors are not nominated by the Government but by the share 
holders The Bank of England, however, is a central bank sm gemns It is 
almost umque in that it is a private institution without any legal control except 
in regard to the granting of loans to the State and in regard to its powers of 
issuing bank notes 
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power of interference in tEe administration of the bank It is 
merely to ensure that the reser\e bank will be m capable hands 
No room must be left for doubt as to the ability of the bank to 
mamtam its financial stabihty and credit at home and abroad 
This IS of great importance m the sphere of currency and ev 
change, which has an influence on the whole economic structure 
of the country and, therefore, has a far-reaching effect upon 
Government finances 

It IS sometimes forgotten that a central bank (or to use the 
fuller term, “ central reserve ” bank) plays a most unportant 
part m public finance and, therefoie, the Government must see 
that it IS under sound management It is a port to which 
recourse may be had m tunes of storm, or it may be said to be 
the file biigade which puts out financial conflagrations But this 
IS far fiom saying that it should function only mtermittently 
Before the War such a bank existed m many countries It is 
only after the War that the necessity of a central bank in every 
country of any importance became umversally recogmsed as 
essential m financial admimstration The Brussels International 
Fmancial Confeience of 1920 recommended that “ WTiere there 
IS no central Bank of Issue, one should be estabbshed ”, and the 
Genoa International Financial Conference of 1923 brought this 
agam mto prommence by declarmg that “ Banks, and especially 
banks of issue, should be free from political pressure, and should 
be conducted solely on lines of prudent finance In countries 
where there is no central bank of issue, one should be estabbshed ” 
A central bank must not only be the Government banker but also 
the bankers’ banker, i e it must control issues and the central 
reserves Its primary duty la to the country and not to the 
shareholders To achieve this end it must be able to control the 
credit situation without fetters or bias, and this can only be the 
case if it IS not mvolved m it It must not be placed in a position 
m which any doubt can arise as to its financial stabihty, and it 
must, therefore, never be exposed to the same risks to which 
commercial banlrs are generally exposed Its busmess is not to 
make profits over what is reqinred to pay a moderate bunted 
dividend on the capital employed m it, and it must not be a 
burden on the taxpayer Smce the central bank transacts 
busmess rather for the sake of ulterior efiects upon the ba nkin g 
structure than for makmg profit, it is usual to limit the dividends 
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to a maximuin sufficient to remunerate capital, usually of the 
Older of about 5 per cent per annum This is fixed usually m 
consideration of two thmgs (1) the yield of Government long- 
term securities and (2) the necessity m some cases of attracting the 
small mvestor and thus securmg a wide distribution of the shares 
of the bank Any surplus above this amount, after the reserve 
equals the paid-up capital, the Government as a rule obtams or 
shares with the bank The bank is m a very privileged position 
as the Government banker and the bankers’ banker It has an 
exclusive right of note issue , it has the use of Government 
balances , and it is able to compete on raie occasions when 
necessary by open-market operations with the commercial banks 
in ordei to control the credit situation The bank should be 
prohibited from engagmg m trade or otherwise havmg a direct 
mterest in any commercial, mdustrial, or other undertaking , ’■ 
purohasmg its own shares or the shares of any other bank or of 
any company oi granting loans upon the security of any such 
shares , advancmg money on mortgage or otherwise on the 
security of immovable property or becommg the owner of im- 
movable property except such as is necessary for its own busmess 
premises and residences for its officers and servants , makmg un- 
secured loans and advances , drawmg or acceptmg bills payable 
otherwise than on demand , and aUowmg mterest on deposits or 
current accounts A central bank m order to mamtam the 
maximum flmdity of its assets may make advances agamst gold, 
the highest classes of Stock Exchange securities carrying a fixed 
rate of mterest, commercial bills payable m the home market, 
foreign currencies, and bills payable abroad 

The chief functions of a central bank are to act as a note- 
issmng authority, to control credit m the country’s interest, and 
to mamtam the stabihty of the currency, which is the very 
foimdation of aU contractual relations At first sight it may be 
thought that such important functions should be undertaken 
only by Government, but experience has shown that this cannot 
be done with advantage, smce a central banlr with expert know- 
ledge and expeiience la able to conduct the country’s note issue 
m a way that no Government department could do with similar 
efficiency Moreover, there is another vital reason why the 
' The onlj real prohibition in this regard m the case of the Banlc of England 
IS the prohibition for all tune from using any of its funds in dealing in merchan 
disc or -nares of any description (Tonnage Act of 1694) 
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Government itself should not be entrusted with the note issue 
It may have recouise to the prmtmg press with most undesuahle 
results, as the history of assignats and greenbacks proves It is 
for these reasons that m financial admimstration a central bank 
IS so important By the issue of legal tender notes a central bank 
can supply or create ultimate reserve funds, and these notes can he 
used by other hanks as leserves Membei hanks are required to 
mamtam reserve balances with the central bank which are the 
results of either cash deposits or paper re-discount ^ The central 
bank can rc-discoiint paper noimally endorsed by other banks, 
and the proceeds are then issued m the form of its own funds 
or by credits to other member banks The two fundamental 
problems, therefore, are the note-issue pohcy— the total amount 
of notes to be issued — and the discount pohcy The discounting 

of member banks’ paper is of the highest importance, especially 
in a coimtry bice India where there are mdigenous banlmrs who 
can be hnked up to the boukmg system by the discounting of 
their paper By its open-market transactions this sphere of a 
central bank’s influence has gieatly been enlarged m recent years 
The bank, when it is considered necessary for the purpose of 
regulatmg credit m the interest of commerce, mdustiy, and 
agriculture, can pm chase or sell securities or it may alter the 
types of securities so held with alteration m then total amoimt 
If the Bank of England, for example, purchases securities in the 
market, the transaction is settled by cieditmg the diawmg 
account of the broker or other party through whom it purchased 
the securities This m turn leads to an mcrease m the balances 
of ]omt-stock banks at the Bank of England The deposits of 
the jomt-stock banks at the Bank are the eqiuvalent of cash, and 
the banks aie thus m a position to grant fiuther loans to their 
customers or to create additional credit In fact the Bank’s 
action makes it possible for the ]omt-stock hanks to mciease their 
1 The Bank of England, the Bank of France, and severol other European 
hanks do not fix the amount to be left at the central bank In the Federal 
Reserve system, the South African Reserve Bank, the Reserve Bank of India, 
and similar banks the percentage of the demand liabilities and of the time 
liabdities has been fixed Under section 42 (1), for example, of the Indian Act 
every scheduled hank must maintain with the Reserve Bank a balance the 
amoimt of which at the close of business on any day shall not ho less than 
6 per cent of the demand habdities and 2 per cent of the time habihties The 
habdities do not include the paid up capital or the reserve or any credit balance 
m the profit and loss account oi the amount of any loan taken from the Reson e 
Bank 
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deposits by some ten tunes, smce the banks as a whole maintain 
a cash proportion to deposits of from 10 to 11 per cent If, on 
the other hand, the Bank of England sells securities oi calls m 
loans, this reduces the cash of the jomt-stock banlcs and results 
m a reduction of their deposits The bankers’ cash may be 
mcieased by gold imports without any action on the part of the 
Bank of England The Bank may ofEset these movements of 
gold m order to prevent expansion m deposits which nnght thus 
arise The chief means of managmg the monetaiy system of a 
country may be illustrated from the day-to-day pohcy of the 
Bank of England, which has four chief ways of managmg the 
monetary system In the first place there is the official bank- 
rate This 18 the usual method of control There are others, of 
which perhaps the chief aie open-market transactions, techmcal 
devices for influencmg the foreign exchanges, and the use of the 
Bank’s personal influence over pro min ent elements m the London 
money market The open-market transactions are of two kmds 
those which have the eftect of changmg the aggregate amount of 
the Bank’s private deposits, and those which consist of nbanging 
the form of the Bank’s assets without changmg their quantity 
In regard to the former, the Bank may sometimes dehberately 
refram from open-market transactions, and this may also have 
the efiect of changmg the total amount of the Bank’s private 
deposits Of the latter class of open-market operations, viz 
those which do not change the quantity but only the form of the 
Bank’s assets, may be mentioned the oftsettmg of gold move- 
ments by buying or selhng securities, the seUmg of short-dated 
securities such as Treasury bills and the buymg of long-dated 
secmities such as Consols, or the forcing of the market to discount 
or to obtam advances on the official terms with the object of 
bringmg the market rate mto closer conformity with these by 
sellmg securities In regard to techmcal devices these have 
mcreased with the growth m the technique of central bankmg 
by the Bank of England, which has advisers mcludmg ex-Treasury 
officials with special knowledge, especially of the exchanges and 
the workmg of foreign central banks The Bank uses gold 
exchange methods, %e the seUmg or puichasmg of foreign 
balances , deahngs m forward exchange , and varymg their 
buymg price m a small degree for gold m order to mfluence 
directly the foreign exchanges With these powers, which have 
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developed m recent years, the Bank has become a central bank 
with a stiong contiol over the money market Indeed it recalls 
the description of the Bank in The Wealth of Nations when Adam 
Smith afiirms that “ the stabihty of the Bank of England is equal 
to that of the British Government ” 

There aie difficulties which central banks have to face, diffi- 
culties which are specially gieat m a country where commercial 
banks possess separate note issues These difficulties may be 
grouped under three heads Fustly, non-monetary causes of 
disturbance, such as pohtical troubles, over-production, changes 
m taiiflts, changes m demand followmg changes m fashion, rigichty 
of wages, and other mternal economic conditions A second 
group of causes is the divergency that sometimes occurs between 
the interests of the country itself and those of the world outside, 
as, for example, m 1930 when it was not m France’s mteiest to 
attract gold from abroad m excess of what the Bank of France 
requued, because this would have caused an unwanted expansion 
of credit within France and would have mjmed the French export 
trade by lowermg foreign prices relatively to French prices and 
thus contractmg the demand The influx of the short-term 
foreign balances m the London money market is alw'ays to be 
regarded as the equivalent to a negative gold leserve, and is m 
consequence a potential source of futme weakness A third 
group of causes centres round inadequate control over the 
monetary maclune The Baiilc of England, for example, has 
got, as already noted, a remarkably complete system of control, 
but neither the Banlc of France nor the Eeichsbank nor even the 
Federal Reserve authorities have a control to the same extent 
There is thus much for a central bank to do, because, as is 
often said, the management of currency and credit is not a science 
but an art The control of puces, however, is an enormously 
difficult matter It necessitates the ehmmation of cyclical 
variations m the short-period and the elunmation of changes m 
the long-period price-level This aspect of central-bank pohcy, 
the possibdity of exertmg credit control in order to stabilise the 
price-level, came mto prommence only aftei the AVorld War It 
is only possible if the bank has the power of duectmg and regu- 
latjng the amount and use of bank credit m general, and if bank 
ciedit IS the most important price -determmmg factor The 
control of a central bank is difficult m countries where a bill 
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market is not developed, and where commercial banks are not 
willing to make use of the credit facilities available Examples 
are the South African Reserve Bank and the Bank of Japan A 
policy of patience, therefore, m this regard is essential Advo- 
cates of price stabihsation through credit control pomt out that 
the central bank, by controlhng the volume and velocity of cur- 
rency, can regulate the pnce-level Central banks have become 
moie and more responsible for contioUmg price trends, and can 
neutrahse the eftect on prices of a large supply of new gold by 
mcreasmg then own reserves, or they may counteiact the effect 
of a fall m the output of gold by reducmg the customary reserve 
ratios But there are factors such as better methods of dis- 
tribution and labour-savmg devices that may operate on the 
goods side of the equation Statistical information is also scanty 
These are but a few of the factors agamst the theory Governor 
Strong of the New York Federal Reserve Banlc told the Stabilisa- 
tion Committee of Congress m 1926 that there was no magic 
formula that could be mtroduced mto the Fedeial Reserve Act 
for controUmg prices “ I have ”, he said, “ discussed these 
matters with many economists and students of prices and 
purposely have always carried the discussion through the same 
course We have agreed on the record of the past in the Federal 
Reserve system pretty generally, as to what has been done and 
the effect of what has been done We have generally agreed as 
to the conditions at the present moment But, when I ask 
them, ‘ Now, we have got to decide something to-day , you are 
m the positron of running m the Federal Reserve system , what 
are you gomg to do to-day that will have an influence on the 
future ^ ’ the answer is always the same ‘ Well, you are the 
practical fellows who are running this , you have got to decide 
that ’ And that is the difficulty Our examination of the past 
produces the most accurate knowledge of past action and reaction, 
but when it comes to a decision as to what we are gomg to do 
for the future, then just human judgment has got to govern 
There is no mathematical formula for the admimstiation of the 
Federal Reserve system or the legulation of prices ” 

The absence of a central bank means decentiahsed reserves, 
and this decentrahsation is expensive and, at the same time, m 
times of crisis meffective, because each bank then holds on to 
its cash balances and this mtensifies the crisis In the absence 
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of co-operation, eacli bank has to hold, a larger reserve than under 
a centralised system The -whole point of central banking in 
financial administration to-day rests on the principle tliat 
monetary stability can only be attained ivith efficiency and 
economy if the control of both cuirency and ciedit is placed in 
the charge of a smgle authority Commercial banking caimot 
progress at a greater rate than that at which confidence proceeds 
m regard to the soundness of banks, and security depends upon 
the possibdity of these bemg able in times of stress to turn into 
cash the maximum of their assets Strmgeiicy breeds distrust, 
and distrust, as we have seen, leads to clmgmg to cash, and hence 
a crisis becomes me-vitable It is clear, then, that the develop- 
ment of ]omt-stock banking can only proceed safely under the 
shelter of a true central bank Under a centralised system 
leserves can be replenished by re-discountmg at the central bank, 
and since the demands for legal tender are at a single pomt, the 
ebb and flow of cuirency and credit can be supenised by the 
central bank itself ^ In other words, the central bank possesses 
the power of changing the supply of cash and iiidefamtely expaiid- 
mg credit among the competitive banks, a poiver which it uses 
with caution By adjustmg bank late and when necessary 
makmg it eftective, the cential bank should be able to dominate 
absolutely the credit market 

The monetary system of most, if not all, countries must be a 
managed system The mamtenance of the parity of the foreign 
exchanges without unnecessary disturbances to internal busmess, 
the avoidance as fai as possible of the credit cycle, and the 
stability of the price-level are objectives of a sound monetary 
pohey which reqmre day ui and day out knowledge, judgment, 
and authoiity which a central bank alone iii its mdependent 
position with its great lesources and technical devices can attain 
The Macmillan Committee desciibed the Bank of England m 
regard to this veiy pomt thus “ We have m the Bank of Eng- 
land an excellent mstiument foi the purpose , mdependent of 
pohtical influences, yet functiomng solely m the public mterest , 

^ The Dominions and India are primary producers, 'vvhich moans that there 
18 a strong seasonal ebb and of credit, and the creation of apex or central 
banks will tend to prevent laige variations in credit throughout the jear It 
may be noted that wheie there arc new and relatively unde\ eloped monej 
markets, Treasury bills are a useful outlet for short term funds, although this 
system with the absence of limitations* of tune and amount may he open to abuse 
VOL II 2 N 
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■with long traditions and experience and clothed 'with vast prestige, 
yet not distinstful (as ive have learnt m evidence) of evolutionaiy 
change or hesitant of new responsibilities , entrenched in the 
centre of the stiuggle foi profit and mth access to the arcana of 
the mailcet, yet itself aloof and untinged by the motives of private 
gain ” ^ In the lealm of financial administration the central 
bank, theiefoie, has important functions to perform It must 
have, in short, the right to note issue, the right to hold the 
reserves of commeicial or member banks, the light to buy and 
sell securities, and the right to discount It must be at all times 
able to meet the demands which may be made upon it — ^it must 
be able to guard its cash reserve when requued 

We have discussed the importance m financial adrmmstration 
of a central bank in each country It should be remembered that 
before the War there were isolated instances m times of crisis of 
international transfers of gold and mter-bank re-discountmg 
Durmg the War there was pooling of resomces by central banks 
both among AUies and the Cential Powers, and when the Umted 
States entered the War m 1917 the Federal Keserve system’s 
resources were also thro'wn mto the common pool In 1930 a 
■world central bank, called the Bank of International Settlements, 
was orgamsed under a Swiss Government Charter by repre- 
sentatives of Belgium, England, France, Germany, Italy, Japan, 
and an Ameiican banking group It was born out of the Young 
Plan, and the first ideas of which came fiom Genoa, when it was 
proposed that the Bank of England should summon a oonfeience 
of all cential banks to do what the Bank of International Settle- 
ments was subsequently asked to do The object was to brmg 
about international co-operation among central banks and to tiy 
to brmg about a common pohcy between them Article 3 of the 
Statutes expresses this idea thus “ La Banque a pour objet de 
favoriser la cooperation des banques centrales et de fournir des 
facilites additionelles pour les operations financieres mter- 
nationales , et d’agir comme mandatane (trustee) ou comme 
agent en ce qui concerne les reglements financiers mteinationaux 
qui Im sent confies en vertu d’accords passes avec les paities 
mteressees ” ® The particular object of the creation of the Bank 

^ Report of the Committee on Finance and Industry (1vrn.n miT1 ii.ri Report) 
Cmd 3897, 1931, p 119, para 281 

* Banque des E^kmerda Internatioiiaux, Gharte et Statute, Fait A La Baye, 
le 20 Janvier 1930, ch i article 3 
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was to get nd of the difiiculty of reparations payments, to take 
them out of the political aiena and to put them, in the words of 
the Governor of the Bank of England, “ into a back room m the 
BIS” With reparations payments now discontinued, inter- 
national debt questions were linked up The Bank of Inter- 
national Settlements has jnovided a method of conference among 
central banks, and has allowed many who aie mterested m the 
art of central banlang to meet regularly once a month to discuss 
all matters of the mdividual central banks as well as those of the 
Bank of International Settlements Since 1931 a large number 
of the European central banks have been keeping then surplus 
reserves with the Bank of International Settlements, but those 
funds being reserves are not free for general use, and they can 
only be employed within the same strict limitations as m the 
case of the central banks themselves In short, the Bank of 
International Settlements never can have veiy large sums which 
it can dispose of With the passmg of leparations its duties 
have become mucli less important, and it has now to go slowdy 
and to develop by degrees It has been able to arrange certain 
convemences among the central banks in the transfer of funds 
from one place to another, but there are special difficulties of an 
mternational body of this sort Mi Norman, the Governor of 
the Bank of England, put these difficulties thus “ A Central 
Bank Governor, when he comes to Basle, is necessarily to a certain 
extent dommated by the particular state of his own fiscal and 
economic situation at home, of the nimd of his public, of the 
mmd of his Government, and it is a matter therefore, not, as I 
say again, of estabhshing personal friendship — which we have 
done to a marvellous degree, I think, almost intunately — but of 
takmg up questions which are international and regardmg them, 
as one would say, on then merits No two or three countries 
can really regard an mternational question on its merits There 
IS no such thing as merits when you come to that To get the 
affairs of a country, and possibly the needs of a country, con- 
sidered on then merits is a thmg which has not been achieved, 
and, I beheve, will not be achieved for a very long tune The 
moment the position of certam countries is mentioned you get a 
reaction for oi agamst, for particular reasons apphcable to the 
mdividual m whom the reaction takes place There will be a 
new Europe before we get away from that ” The Bank of 
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International Settlements is not allowed under Article 25 to 
exercise the powei of note issue, to make advances to Govern- 
ments, or to open cuirent accounts m the name of Governments, 
and it must, on account of its position at Basle, encountei diffi- 
culties as a bank of deposit, especially as it is situated far apait 
fiom its chief customers Nevertheless it marks a distmct 
advance m the idea of a world central bank, and m the future 
it may exercise some degree of control m the various countries 
upon credit and exchange rates Provision may be made in the 
future to regard balances with the Bank of International Settle- 
ments as the equivalent of gold It would be a beginning of 
mternational economy m the use of gold m mternational bankmg 
practice The influence of the Bank of International Settlements 
wdl, m years to come, be rather m the field of mternational 
currency and banbng than that of pubhc finance Its mduect 
influences, however, through these common consultations, may 
be not mconsiderable m that impoi tant blanch of Public Finance 
— financial adnunistration 
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TABLE III 


Gross Expenditure of the Governments m India, Central and 
Provmcial, from the fiscal year 1861-62, classified under mam 
heads of expenditure 
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TABLE V 

DlSJJlIBUlIUN OI ExPENDITOHr 


UisTBiBuiioN ur THE GROSS Eveenditubb chargeable against the 
Rlalnue oe India (Central and Provincial) 
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1 Defence 

33 4 

2b 5 

28 9 
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26 6 

30 6 
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II Law and order — 
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89 

42 

49 

49 

60 

33 

36 

36 

Police 

47 

44 

46 

68 

68 

63 

62 

67 
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86 
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86 

87 

92 

III Cml administration — 

General administration 

lb 

20 

22 

13 

2 4 

46 

67 

68 

Cost of collection 

10 2 

7 8 

9 1 

7 6 

79 

63 

47 

46 

Political 

00 

09 

1 1 

1 3 

1 4 

1 0 

1 4 

1 6 

lotal 

14 0 

10 7 

12 4 

12 1 

11 7 

10 9 

118 

11 8 

IV Debt sernces — 

Productive 

30 

GO 

92 

99 

10 4 

79 

12 2 

17 4 

Unproduetiv e 

12 2 

48 

33 

26 

1 8 

7 1 

82 

71 

Total 

13 S 

11 4 

12 5 

12 6 

12 2 

16 0 

20 4 

24 5 

Total primarv 

74 4 

57 2 

03 2 

618 

00 3 

67 1 

60 3 

67 7 

B ieLOnJuiy Ecpendihoe 

V iSooial — 

Education 

13 

1 0 

1 2 

2 6 

37 

3 8 

6 1 

64 

Other social 

14 

20 

27 

29 

3 1 

2 7 

30 

26 

Total 

27 

42 

39 

54 

6 8 

66 

8 1 

80 

VI Government or jiiibbi uii 
dertakmgs 

12 1 

318 

23 1 

24 2 

26 7 

20 8 

19 2 

16 4 

VII Miscellaneous 

10 8 

68 

98 

8 6 

72 

6 6 

64 

7 9 

Total secondary 

23 0 

42 8 

30 8 

38 2 

39 7 

32 9 

33 7 

32 3 


100 0 

100 0 

100 0 

100 0 

100 0 

100 0 

100 0 

100 0 




TABLE \I 

Incbeasji. ih Exiebditurf 

Index Ntjubers of Gross Expenditohe of the Government-i iv India 
(Central and Promncial) 


(Eigures for 1871-72=100) 
(For (letaih see Table III) 




S3, a 

SSI. 

SOI a 

lU.IS 




0S.34 

A Primary Expendilure 

I Defence 

100 

125 

145 

169 

193 

100 

470 

37". 

300 

Law and Justice 

Police 

100 

111 

128 

174 

182 

107 

311 

210 

329 

208 

578 

jjS 

581 

Lotal 

100 

113 

148 

1B4 

240 

201 

402 

403 

403 

ni ClviUdmlnistratlon— 

Ccst^of^ooUectlon- 

Indlrocfc 

Total 

IV Debt servleea— 

Productive 

Unproductive 

Total 

S Spcondary ispenditiire 

V Social- 
Education 

MeUcaUnd sanitation 
Ecclesiastical 

Total 

100 

100 

100 

208 

125 

125 

03 

243 

120 

100 

327 

174 

210 

4b0 

120 

103 

551 

100 

004 

715 

261 

Ui 

708 

llJj 

in 

100 

118 

133 

150 

202 

204 

30G 

397 

373 

100 


330 

72 

478 

0S3 

740 

38 

1099 

285 


“200 

100 

88 

131 

145 

103 

197 

488 

038 

718 

100 

170 ' 
137 
100^ 
103 

177 

102 

ICO 

183 

107 

170 

90 

118 

752 

121 

1421 

85 ! 
103 

liol 

1902 

1095 

18Q 

100 

27^ 

289 

200 

499 

066 

1100 

1511 

1383 

VI Public undertattnus— 

Hallways 

Irrigation 

Other public works 

Poste and telegraphs 
Stationery, etc 

Pores ts 

Ports and pilotage 
Scientific and nilscellaueuus 
departments 

Total 

VII Miscellaneous— 

Hefunds, etc 

Miscellaneous 

Total 

Grand total 

100 

100 

100 

100 

100 » 
120 
}151 
509 
1B8 

100* 

139 
147 
204 J 
510 
238 

104 

lei 

90 

001 

298 

100* 

2k 

194 

420 

208 

8fi5 

141 

79 

253 

240 

443 

237 

943 

IBS 

268 

472 

209 

1281 

1189 

S>1 

335 

937 

910 

1255 

lOal 

17 

219 

1116 

806 

100 

347 

480 

*362" 

4SG 

543~ 

845 


024' 

100 

100 

73 

107 

1*9 

o?4 

no 

240 

118 

208 

2T8 

3^ 

100 

lOO 

131 

' uT 

108 

103 

170 

257 

291 

330 

100 


182 

184 

243 

250 

492 

'J!! 

4bl 


' In these i-ases figures for 1881-82 are taken ns 100 
’ In this case figure for 1901-02 is taken as 100 
VOL 11 2 0 
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TABLE VII 


Peb (JiPXTi ExPENDITUBE ALLOXnNQ EOB PBIOEb CHANGES TN VARIOTja 
OOBMTBIES X 



prices Mas 148 The pir capita Jlgure allowing for prices was thus lL§jH22=£i3 4 


‘ In the case of France the fiscal year refers to calendar year the major portion of 
wlUoh falls •nltliln the fiscal jeara of other governments, re In the fiscal year 1902-03 
the comparrhle fiscal jear taken for France Is the calendar year 1902 
’ Fiscal year 1903-04 
• 4prll to December 1932 only 


The figures glyen above generally Inclnde Central, Provincial or State and Local 







TABLE X 

Classification of Eevenue of the Governments m India, Central 
and Provincial, classified under mam heads of revenue 
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TABLE 
Classifio\tiov 
Revenue oe the Governments in India 
(In Thousands of Rupees 



rmimLe and Reienue Accounts of the Bovernment 


Source —2 
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X 

OF Revende 


(CbNTEAL and PnOVIEOIAl) CLA33mED 
and m Percentages ) 



a The working expenses have been Included to get the figures In line with the previous \cir a fib"rcs 
of India, Government o( India Press, New Delhi 
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TABLE XV 

The Burden of Taxvtion 





TABLE XVI 

Tlie Buiden of Taxation Taxation and National Income 
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TABLE XVII 
The Btoden of Taxation 
Taxation in India 
(For details see Tables X and XI ) 



The Beforms introduced in 1921-22 have given Provincial Governments greater 
financial Independence It la advisable, therefore, to shun the data for provinces 
separately 











TAELE XX 
The Pubhc Debt of India 
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TABLE XXII 


Ratio os' Debt to Obdinaby Revenbf 


CountilcB 

Pre War \ear, 
1913-14 

Post W ar bear 
1033-34 

Great Britain 

36 

9 0 


36 

6 4 

Canada 

21 

9 7 

Australia 

62 

12 3 

New Zealand 

82 

14 1 

South Africa 

70 

89 

The U S A 

16 

44 

France 

69 

5 1 

Italy 

6 1 

62 

Belgium 

46 

3 3 

Japan 

46 

6 6 

Germany 

20 

2 1 


70 

5 5 

Austria 

14 

1 8 

Portugal 

74 

3 7 

Denmark 

27 

3 1 

Sweden 

16 

30 

Norway 

1 1 

44 


62 

48 

HoUand 

50 

55 

Switzerland 

38 

5 3 


SoxjROE — Official publications 
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TABLE XXTTT 
The Burden of Debt 

Proportion of Expenditure on Debt Servioes to Total 
Ordinary Expenditure 


Country 

Pre War Year, 
1913-14 

Post War Year, 
1933-34 

Percentages j 

Great Britain 

12 2 

28 8 


12 2 

27 0 

Canada “ 

10 9 

24 6 

Australia ’ 


27 6 

New Zealand 

23 6 

66 4 

South Africa 

38 8 

36 0 

The United States * 

12 

12 4 

France 

13 5 

21 6 

Germanv 

73 

10 4 

Belgium 

27 1 

24 6 


36 9 

16 4 

Austria 

Not available 

14 0 


29 0 

22 7 

Sweden 

84 

13 4 

Norw ay 

12 6 

32 6 

Switzerland 

89 

19 6 

Netherlands 

10 4 

13 6 


• Dominion and Provinces 
' C ommomvealth and States 
‘ Federal 


SoCROE — SUUtitical I ear Pool o/ tke League of Natum, 1034-85 (Geneva, 
1935), and other official publications 
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TABLE XXI\ 

PAYjnsNTS Dut AnJiUaily Bi Gbbai Bbitai*. oti Accobm or Debt 
TO THE United bTATta 
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Purchasing power, 4, 16 , effect of 
credit creation and, 787, 796 

Pym, mtioduotion of direct taxation 
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